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FEDERAL DEPOSIT INSURANCE ACT 


TUESDAY, APRIL 5, 1960 


Hovsr or RepresENTATIVES, 
CoMMITTYEE ON BANKING AND CURRENCY, 
SupcomMMitrex No. 2, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. Paul Brown (chairman of 
the subcommittee) presiding. 

Present: Mr. Brown (presiding), and Messrs. Multer, Vanik, Barr, 
Moorhead, Kilburn, Hiestand, Fino, and Derwinski. 

Mr. Brown. The committee will come to order. 

We take up this morning H.R. 8916 and H.R. 8928. 

(The bills are as follows:) 


[H.R. 8916, 86th Cong., 1st sess.] 


A BILL To provide for a simpler method of determining assessments under the Federal 
Deposit Insurance Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (1) of section 3 of the 
Federal Deposit Insurance Act, as amended (12 U.S.C. 1813 (1)), is amended 
to read as follows: 

“The term ‘deposit’ means— 

“(1) the unpaid balance of money or its equivalent received or held by 
a bank in the usual course of business and for which it has given or is 
obligated to give credit, either conditionally or unconditionally, to a com- 
mercial checking, savings, time, or thrift account, or which is evidenced by 
its certificate of deposit, or a check or draft drawn against a deposit account 
and certified by the bank, or a letter of credit or a traveler’s check on 
which the bank is primarily liable: Provided, That, without limiting the 
generality of the term ‘money or its equivalent’, any such account or instru- 
ment must be regarded as evidencing the receipt of the equivalent of money 
when credited or issued in exchange for checks or drafts or for a promis- 
sory note upon which the person obtaining any such credit or instrument is 
primarily or secondarily liable, or for a charge against a deposit account, 
or in settlement of checks, drafts, or other instruments forwarded to such 
bank for collection, 

“(2) trust funds as defined in this Act received or held by such bank, 
whether held in the trust department or held or deposited in any other 
department of such bank, 

“(3) money received or held by a bank (or the credit given therefor) in 
the regular course of business for a special or specific purpose, regardless of 
the legal relationship thereby established, including without being limited 
to, escrow funds, funds held as security for an obligation due to the bank or 
others (including funds held as dealers reserves) or for securities loaned by 
the bank, funds deposited by a debtor to meet maturing obligations, funds 
deposited as advance payment on subscriptions to United States Govern- 
ment securities, funds held for distribution or purchase of securities, funds 
held to meet its acceptances or letters of credit, and withheld taxes: Pro- 
vided, That there shall not be included funds which are received by the 
bank for immediate application to the reduction of an indebtedness to the 
receiving bank, or under condition that the receipt thereof immediately 
reduces or extinguishes such an indebtedness. 
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“(4) outstanding draft (including advice or authorization to charge 
bank’s balance in another bank), cashier’s check, money order, or other 
officer’s check issue in the regular course of business for any purpose, 
including without being limited to those issued in payment for services, 
dividends, or purchases, and 

“(5) such other obligations of a bank as the Board of Directors, the 
Comptroller of the Currency, and the Board of Governors of the Federal 
Reserve System, or a majority of said agencies, shall jointly find and pre- 
scribe by regulation to be deposit liabilities by general usage: Provided 
further, That any obligation of a bank which is payable only at an office 
of the bank located outside of the States of the United States, the District 
of Columbia, Puerto Rico, Guam, and the Virgin Islands, shall not be a 
deposit for any of the purposes of this Act or be included as part of total 
deposits or of an insured deposit.” 

Sec. 2. Subsections (a), (b), and (c) of section 7 of the Federal Deposit 
Insurance Act, as amended (12 U.S.C. 1817 (a), (b), and (¢)), are amended to 
read as follows: 

““(a)(1) Each State nonmember bank (except a District bank) shall make 
to the Corporation reports of conditions which shail be in such form and shall 
contain such information as the Board of Directors may require. Such reports 
shall be made to the Corporation on the dates selected as provided in paragraph 
(3) of this subsection and the deposit liabilities shall be reported therein in 
accordance with and pursuant to paragraphs (4) and (5) of this subsection. 
The Board of Directors may call for additional reports of condition on dates to 
be fixed by it and may call for such other reports as the Board may from time 
to time require. The Board of Directors may require reports of condition to 
be published in such manner, not inconsistent with any applicable law, as it 
may direct. Every such bank which fails to make or publish any such report 
within ten days shall be subject to a penalty of not more than $100 for each 
day of such failure recoverable by the Corporation for its use. 

““(2) The Corporation shall have access to reports of examination made by, 
and reports of condition made to, the Comptroller of the Currency or any Fed- 
eral Reserve bank and to all revisions of reports of condition made to either of 
them, and they shall promptly advise the Corporation of any revisions or changes 
in respect to deposit liabilities made or required to be made in any report of 
condition. The Corporation may accept any report made by or to any com- 
mission, board, or authority having supervision of a State nonmember bank 
(except a District bank), and may furnish to the Comptroller of the Currency, 
to any Federal Reserve bank, and to any such commission, board, or authority, 
reports of examinations made on behalf of, and reports of condition made to, the 
Corporation. 

“(3) Each insured State nonmember bank (except a District bank) shall 
make to the Corporation, each insured national bank and each insured Dis- 
trict bank shall make to the Comptroller of the Currency, and each insured 
State member bank shall make to the Federal Reserve bank of which it is a 
member, four reports of condition annually upon dates which shall be selected 
by the Chairman of the Board of Directors, the Comptroller of the Currency, and 
the Chairman of the Board of Governors of the Federal Reserve System. The 
dates selected shall be the same for all insured banks, except that when any of 
said reporting dates is a nonbusiness day for any bank, the preceding buiness 
day shall be its reporting date. Two dates shall be selected within the semi- 
annual period of January to June inclusive, and the reports on such dates shall 
be the basis for the certified statement to be filed in July pursuant to subsection 
(c) of this section, and two dates shall be selected within the semiannual pe- 
riod of July to December inclusive, and the reports on such dates shall be the 
basis for the certified statement to be filed in January pursuant to subsection (c) 
of this section. The deposit liabilities shall be reported in said reports of con- 
dition in accordance with and pursuant to paragraphs (4) and (5) of this sub- 
section, and such other information shall be reported therein as may be required 
by the respective agencies. Each said report of condition shall contain a 
declaration by the president, a vice president, the cashier or the treasurer, or 
by any other officer designated by the board of directors or trustees of the re- 
porting bank to make such declaration, that the report is true and correct to 
the best of his knowledge and belief and that the declaration is made under the 
penalty of perjury. The correctness of said report of condition shall be attested 
by the signatures of at least three of the directors or trustees of the reporting 
bank other than the officer making such declaration, or by at least two if there are 
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not more than three directors or trustees. At the time of making said reports of 
condition each insured National, District and State member bank shall furnish 
to the Corporation a copy thereof containing such signed declaration and at- 
testations. Any person who willfully makes and subscribes such declaration 
in a report of condition, which he does not believe to be true and correct as to 
every material matter, shall be guilty of a felony and, upon conviction thereof, 
shall be fined not more than $5,000, or imprisoned not more than three years, or 
both. Nothing herein shall preclude any of the foregoing agencies from re- 
quiring the banks under its jurisdiction to make additional reports of condition 
at any time. 

“(4) In the reports of condition required to be made by paragraph (3) of this 
subsection, each insured bank shall report the total amount of the liability of the 
bank for deposits in the main office and in any branch located in any State of the 
United States, the District of Columbia, any Territory of the United States, 
Puerto Rico, Guam, and the Virgin Islands, according to the definition of the 
term ‘deposit’ in and pursuant to subsection (1) of section 3 of this Act, without 
any deduction for indebtedness of depositors or creditors or any deduction for 
cash items in the process of collection drawn on others than the reporting bank: 
Provided, That the bank in reporting such deposits may (i) subtract from the 
deposit balance due to any bank the deposit balance due from the same bank 
(other than trust funds deposited by either bank) and any cash items in the 
process of collection due from or due to such banks shall be included in deter- 
mining such net balance, except that balances of time deposits of any bank and 
any balances standing to the credit of private banks, of banks in foreign coun- 
tries, of foreign branches of other American banks, and of American branches of 
foreign banks shall be reported gross without any such subtraction, and (ii) 
exclude any deposits received in any office of the bank for deposit in any other 
office of the bank: And provided further, That outstanding drafts (including 
advices and authorizations to charge bank’s balance in another bank) drawn in 
the regular course of business by the reporting bank on banks other than a Fed- 
eral Reserve bank need not be reported as deposit liabilities. The amount of 
trust funds held in the bank’s own trust department, which the reporting bank 
keeps segregated and apart from its general assets and does not use in the ¢on- 
duct of its business, shall not be included in the total deposits in such reports, 
but shall be separately stated in such reports. 

“(5) The deposits to be reported on such reports of condition shall be segre- 
gated between (i) time and savings deposits and (ii) demand deposits. For this 
purpose and for the computation of assessments provided in subsection (b) of 
this section, the time and savings deposits shall consist of time certificates of 
deposit, time deposits-open account, deposits accumulated for the payment of per- 
sonal loans, and savings deposits; and demand deposits shall consist of all de- 
posits other than time and savings deposits. 

“(6) The Board of Directors, the Comptroller of the Currency, and the Board 
of Governors of the Federal Reserve System, or a majority of said agencies, may 
jointly by regulation define the terms ‘cash items’ and ‘process of collection’, and 
shall classify deposits as ‘time’, ‘savings’, and ‘demand’ deposits, for the purposes 
of this section. 

“(b) (1) The assessment rate shall be one-twelfth of 1 per centum per annum. 
The semiannual assessment for each insured bank shall be in the amount of the 
product of one-half the annual assessment rate multiplied by the assessment 
base. The assessment base shall be the amount of the liability of the bank for 
deposits, as reported in its reports of condition pursuant to paragraphs (4) and 
(5) of subsection (a) of this section, plus the amount of trust funds required 
to be separately stated in such reports and the amount of any deposits received 
in any office of the bank for deposit in any other office of the bank located in the 
United States, the District of Columbia, Puerto Rico, Guam, and the Virgin 
Islands, either in their actual amount as shown on the books of the receiving 
offices or, if not so shown, in an amount determined by means of an experience 
factor pursuant to regulations prescribed by the Board of Directors, except those 
which have been included in deposit in the report of condition or which have 
been applied to reduce in the report of condition an equal amount of cash items 
in its possession drawn on itself and not charged against deposit liabilities at the 
close of business on the date as of which the report of condition is made, and less 
(i) the amount of cash items in its possession drawn on itself, which have not 
been charged against deposit liabilities at the close of business on the date as of 
which the report of condition is made, either in their actual amount as shown 
on the books of the bank or, if not so shown, in an amount determined by means 
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of an experience factor pursuant to regulations prescribed by the Board of Di- 
rectors, and such amount may be subtracted either from time or demand deposits 
according to the type of account to which the item is to be charged on the books 
of the bank or from demand deposits, and (ii) the amount of deposits included 
in reported deposit liabilities which are accumulteed for the payment of personal 
loans and are assigned or pledged to assure repayment of the loans at maturity, 
and such amount may be subtracted from time deposits : Provided, That the bank 
may deduct from the remainder 1 per centum of the amount of its time and 
Savings deposits and 1624 per centum of the amount of its demand deposits. 

(2) Each insured bank, as a condition to the right to make any such deduc- 
tion in determining its assessment base, shall maintain such records as will 
readily permit verification of the correctness of its assessment base: Provided, 
That no insured bank shall be required to retain such records for such purpose 
for a period in excess of five years from the date of the filing of any certified 
statement, except that when there is a dispute between the insured bank and the 
Corporation over the amount of any assessment the bank shall retain such records 
until final determination of the issue. 

“(3) The semiannual assessment base for each semiannual period of the 
calendar year shall be the average of the assessment base of the bank on the 
days for which it is required to submit reports of condition in such period, as 
provided in subsection (a) of this section. If any bank has assumed the 
liabilities for deposits of another bank or banks, it shall thereafter include such 
liabilities in its assessment base. 

“(e) (1) On or before the 31st day of July of each year, each insured bank 
shall file with the Corporation a certified statement showing for the six months 
ending on the preceding June 30 the amount of the assessment base and the 
amount of the semiannual assessment due to the Corporation for the period end- 
ing on the following December 31, determined in accordance with subsection (b) 
of this section. Each insured bank shall pay to the Corporation the amount of 
the semiannual assessment it is required to certify. On or before the 31st day 
of January of each year, each insured bank shall file with the Corporation a 
similar certified statement for the six months ending on the preceding Decem- 
ber 31 and shall pay to the Corporation the amount of the semiannual assess- 
ment for the period ending on the following June 30 which it is required to 
certify. 

*“(2) Each bank which becomes an insured bank shall not be required to file 
any certified statement or pay any assessment for the semiannual period in 
which it becomes an insured bank. On the expiration of such period, each such 
bank shall comply with the provisions of paragraph (1) of this subsection except 
that the semiannual assessment base for its first certified statement shall be the 
assessment base of the bank determined in accordance with subsection (2) of this 
section from the last report of condition to be submitted pursuant to subsection 
(a) of this section in the semiannual period in which it becomes an insured 
bank: Provided, That if its first day of operations as an insured bank is after 
the date for the last report of condition in a semiannual period, selected pursu- 
ant to subsection (a) of this section, the bank shall make a special report of 
condition as of June 30 or December 31, whichever is applicable in accordance 
with subsection (a) of this section and its semiannual assessment base for its 
first certified statement shall be the assessment base of the bank determined in 
accordance with subsection (b) of this section from such special report. The 
first certified statement shall show as the amount of the first semiannual assess- 
ment due to the Corporation, an amount equal to the product of one-half of the 
annual assessment rate multiplied by such assessment base. 

“(3) The certified statements required to be filed with the Corporation under 
paragraphs (1) and (2) of this subsection shall be in such form and set forth 
such supporting information as the Board of Directors shall prescribe and shall 
be certified by the president of the bank or any other officer designated by its 
board of directors or trustees that to the best of his knowledge and belief the 
statement is true, correct and complete and in accordance with the Federal De- 
posit Insurance Act and regulations issued thereunder. The assessment pay- 
ments required from insured banks under paragraphs (1) and (2) of this sub- 
section shall be made in such manner and at such time or times as the Board of 
Directors shall prescribe, provided the time or times so prescribed shall not be 
later than sixty days after filing the certified statement setting forth the amount 
of assessment. 

“(4) Except as otherwise provided in this section, the Board of Directors 
shall prescribe all needful rules and regulations for the enforcement of this sec- 
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tion. The Board of Directors may limit the retroactive effect, if any, of any 
of its rules or regulations.” 

Sec. 3. Section 7 of the Federal Deposit Insurance Act, as amended (12 U.S.C. 
1817), is amended by substituting for the numerical figure “40” in subsection (d) 
the numerical figure “3314”; by substituting for the words “fails te file” in 
subsection (f) the words “fails to make any report of condition under subsection 
(a) of this section or to file’; by substituting for the words ‘file such state 
ment” in subsection (f) the words “make such report or file such statement” ; 
by substituting for the word “filed” in the first sentence of subsection (g) the 
words “made any such report of condition under subsection (a) of this section 
or filed”; by substituting for the words “to file’ in the first sentence of sub- 
section (g) the words “to make any such report or file’; by substituting for the 
words “to file’ in the first sentence of subsection (h) the words ‘to make 
any report of condition under subsection (a) of this section or to file’; and by 
substituting for the words “in its trust or deposited in any other department 
or in another bank” in the first sentence of subsection (i) the words “in its 
trust department or held or deposited in any other department of the fiduciary 
bank” and by striking the words after the colon in the second sentence and 
substituting a period for said colon. 

Sec. 4. Section 10 of the Federal Deposit Insurance Act, as amended (12 
U.S.C. 1820), is amended by striking subsections (e) and (f) thereof and re- 
lettering subsection (g) as subsection (e). 

Sec. 5. This Act shall take effect on February 1, 1961. 


[H.R. 8928, S6th Cong., 1st sess. ] 


A BILL To provide for a simpler method of determining assessments under the Federal 
Deposit Insurance Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of American in Congress assembled, That subsection (1) of section 3 of 
the Federal Deposit Insurance Act, as amended (12 U.S.C. 1813(1) ), is amended 
to read as follows: 

“The term ‘deposit’ means— 

“(1) the unpaid balance of money or its equivalent received or held by 
a bank in the usual course of business and for which it has given or is 
obligated to give credit, either conditionally or unconditionally, to a com- 
mercial, checking, savings, time, or thrift account, or which is evidenced by 
its certificate of deposit, or a check or draft drawn against a deposit account 
and certified by the bank, or a letter of credit or a traveler’s check on which 
the bank is primarily liable: Provided, That, without limiting the generality 
of the term ‘money or its equivalent’, any such account or instrument must 
be regarded as evidencing the receipt of the equivalent of money when 
credited or issued in exchange for checks or drafts or for a promissory note 
upon which the person obtaining any such credit or instrument is primarily 
or secondarily liable, or for a charge against a deposit account, or in 
settlement of checks, drafts, or other instruments forwarded to such bank 
for collection, 

“(2) trust funds as defined in this Act received or held by such bank, 
whether held in the trust department or held or deposited in any other 
department of such bank. 

“(3) money received or held by a bank (or the credit given therefor) in 
the regular course of business for a special or specific purpose, regardless 
of the legal relationship thereby established, including, without being limited 
to, escrow funds, funds held as security for an obligation due to the bank 
or others (including funds held as dealers’ reserves) or for securities loaned 
by the bank, funds deposited by a debtor to meet maturing obligations, funds 
deposited as advance payment on subscriptions to United States Govern- 
ment securities, funds held for distribution or purchase of securities, funds 
held to meet its acceptances or letters of credit, and withheld taxes: Pro- 
vided, That there shall not be included funds which are received by the 
bank for immediate application to the reduction of an indebtedness to the 
receiving bank, or under condition that the receipt thereof immediately re- 
duces or extinguishes such an indebtedness. 

“(4) outstanding draft (including advice or authorization to charge 
bank’s balance in another bank), cashier’s check, money order, or other 
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officer’s check issued in the regular course of business for any purpose, in- 
cluding without being limited to those issued in payment for services, divi- 
dends, or purchases, and 

“(5) such other obligations of a bank as the Board of Directors, the 
Comptroller of the Currency, and the Board of Governors of the Federal 
Reserve System, or a majority of said agencies, shall jointly find and pre- 
scribe by regulation to be deposit liabilities by general usage: Provided 
further, That any obligation of a bank which is payable only at an office of 
the bank located outside of the States of the United States, the District of 
Columbia, Puerto Rico, Guam, and the Virgin Islands, shall not be a deposit 
for any of the purposes of this Act or be included as part of total deposits 
or of an insured deposit.” 

Sec. 2. Subsections (a), (b), and (c) of section 7 of the Federal Deposit 
Insurance Act, as amended (12 U.S.C. 1817 (a), (b), and (c)), are amended to 
read as follows: 

“(a)(1) Each insured State nonmember bank (except a District bank) shall 
make to the Corporation reports of condition which shall be in such form and 
shall contain such information as the Board of Directors may require. Such 
reports shall be made to the Corporation on the dates selected as provided in 
Paragraph (3) of this subsection and the deposit liabilities shall be reported 
therein in accordance with and pursuant to paragraphs (4) and (5) of this 
subsection. The Board of Directors may call for additional reports of condition 
on dates to be fixed by it and may call for such other reports as the Board may 
from time to time require. The Board of Directors may require reports of 
condition to be published in such manner, not inconsistent with any applicable 
law, as it may direct. Every such bank which fails to make or publish any such 
report within ten days shall be subject to a penalty of not more than $100 for 
each day of such failure recoverable by the Corporation for its use. 

**(2) The Corporation shall have access to reports of examination made by, 
and reports of condition made to, the Comptroller of the Currency or any Fed- 
eral Reserve bank and to all revisions of reports of condition made to either 
of them, and they shall promptly advise the Corporation of any revisions or 
changes in respect to deposit liabilities made or required to be made in any 
report of condition. The Corporation may accept any report made by or to any 
commission, board, or authority having supervision of a State nonmember bank 
(except a District bank), and may furnish to the Comptroller of the Currency, to 
any Federal Reserve bank, and to any such commission, board, or authority, 
reports of examinations made on behalf of, and reports of condition made to, the 
Corporation. 

“(3) Each insured State nonmember bank (except a District bank) shall make 
to the Corporation, each insured national bank and each insured District bank 
shall make to the Comptroller of the Currency, and each insured State member 
bank shall make to the Federal Reserve bank of which it is a member, four 
reports of condition annually upon dates which shall be selected by the Chair- 
man of the Board of Directors, the Comptroller of the Currency, and the Chair- 
man of the Board of Governors of the Federal Reserve System. The dates 
selected shall be the same for all insured banks, except that when any of said 
reporting dates is a nonbusiness day for any bank, the preceding business day 
shall be its reporting date. Two dates shall be selected within the semiannual 
period of January to June inclusive, and the reports on such dates shall be the 
basis for the certified statement to be filed in July pursuant to subsection (c) 
of this section, and two dates shall be selected within the semiannual period of 
July to December, inclusive, and the reports on such dates shall be the basis for 
the certified statement to be filed in January pursuant to subsection (c) of this 
section. The deposit liabilities shall be reported in said reports of condition in 
accordance with and pursuant to paragraphs (4) and (5) of this subsection, 
and such other information shall be reported therein as may be required by the 
respective agencies. Each said report of condition shall contain a declaration 
by the president, a vice president, the cashier or the treasurer, or by any other 
officer designated by the board of directors or trustees of the reporting bank to 
make such declaration that the report is true and correct to the best of his 
knowledge and belief and that the declaration is made under the penalty of 
perjury. The correctness of said report of condition shall be attested by the 
signatures of at least three of the directors or trustees of the reporting bank 
other than the officer making such declaration, or by at least two if there are 
not more than three directors or trustees. At the time of making said reports of 
condition each insured National, District and State member bank shall furnish 
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to the Corporation a copy thereof containing such signed declaration and attes- 
tations. Any person who willfully makes and subscribes such declaration in a 
report of condition, which he does not believe to be true and correct as to every 
material matter, shall be guilty of a felony and, upon conviction thereof, shall 
be fined not more than $5,000, or imprisoned not more than three years, or both. 
Nothing herein shall preclude any of the foregoing agencies from requiring the 
banks under its jurisdiction to make additional reports of condition at any time. 

“(4) In the reports of condition required to be made by paragraph (3) of this 
subsection, each insured bank shall report the total amount of the liability of 
the bank for deposits in the main office and in any branch located in any State of 
the United States, the District of Columbia, any Territory of the United States, 
Puerto Rico, Guam, and the Virgin Islands, according to the definition of the 
term ‘deposit’ in and pursuant to subsection (1) of section 3 of this Act, without 
any deduction for indebtedness of depositors or creditors or any deduction for 
eash items in the process of collection drawn on others than the reporting bank : 
Provided, That the bank in reporting such deposits may (i) subtract from the 
deposit balance due to any bank the deposit balance due from the same bank 
(other than trust funds deposited by either bank) and any cash items in the 
process of collection due from or due to such banks shall be included in deter- 
mining such net balance, except that balances of time deposits of any bank and 
any balances standing to the credit of private banks, of banks in foreign coun- 
tries, of foreign branches of other American banks, and of ,American branches 
of foreign banks shall be reported gross without any such subtraction, and 
(ii) exclude any deposits received in any office of the bank for deposit in any 
other office of the bank: And provided further, That outstanding drafts (includ- 
ing advices and authorizations to charge bank’s balance in another bank) drawn 
in the regular course of business by the reporting bank on banks other than a 
Federal Reserve bank need not be reported as deposit liabilities. The amount 
of trust funds held in the bank’s own trust department, which the reporting 
bank keeps segregated and apart from its general assets and does not use in the 
conduct of its business, shall not be included in the total deposits in such reports, 
but shall be separately stated in such reports. 

“(5) The deposits to be reported on such reports of condition shall be segre- 
gated between (i) time and savings deposits and (ii) demand deposits). For 
this purpose and for the computation of assessments provided in subsection 
(b) of this section, the time and savings deposits shall consist of time certificates 
of deposit, time deposits-open account, deposits accumulated for the payment of 
personal loans, and savings deposits; and demand deposists shall consist of all 
deposits other than time and savings deposits. 

“(6) The Board of Directors, the Comptroller of the Currency, and the Board 
of Governors of the Federal Reserve System, or a majority of said agencies, 
may jointly by regulation define the terms ‘cash items’ and ‘process of collec- 
tion’, and shall classify deposits as ‘time’, ‘savings’, and ‘demand’ deposits, for 
the purposes of this section. 

“(b) (1) The assessment rate shall be one-twelfth of 1 per centum per annum, 
The semiannual assessment for each insured bank shall be in the amount of the 
product of one-half the annual assessment rate multiplied by the assessment 
base. The assessment base shall be the amount of the liability of the bank for 
deposits, as reported in its reports of condition pursuant to paragraphs (4) and 
(5) of subsection (a) of this section, plus the amount of trust funds required 
to be separately stated in such reports and the amount of any deposits received 
in any office of the bank for deposit in any other office of the bank located in 
the United States, the District of Columbia, Puerto Rico, Guam, and the Virgin 
Islands, either in their actual amount as shown on the books of the receiving 
officers or, if not so shown, in an amount determined by means of an experience 
factor pursuant to regulations prescribed by the Board of Directors, except 
those which have been included in deposits in the report of condition or which 
have been applied to reduce in the report of condition an equal amount of cash 
items in its possession drawn on itself and not charged against deposit liabilities 
at the close of business on the date as of which the report of condition is made, 
and less (i) the amount of cash items in its possession drawn on itself, which 
have not been charged against deposit liabilities at the close of business on 
the date as of which the report of condition is made, either in their actual 
amount as shown on the books of the bank or, if not so shown, in an amount 
determined by means of an experience factor pursuant to regulations pre- 
scribed by the Board of Directors, and such amount may be subtracted either 
from time or demand deposits according to the type of account to which the 
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item is to be charged on the books of the bank or from demand deposits, and 
(ii) the amount of deposits included in reported deposit liabilities which are 
accumulated for the payment of personal loans and are assigned or pledged to 
assure repayment of the loans at maturity, and such amount may be subtracted 
from the deposits: Provided, That the bank may deduct from the remainder 
1 per centum of the amount of its time and savings deposits and 1624 per cen- 
tum of the amount of its demand deposits. 

““(2) Each insured bank, as a condition to the right to make any such deduc- 
tion in determining its assessment base, shall maintain such records as will 
readily permit verification of the correctness of its assessment base: Provided, 
That no insured bank shall be required to retain such records for such purpose 
for a period in excess of five years from the date of the filing of any certified 
statement, except that when there is a dispute between the insured bank and 
the Corporation over the amount of any assessment the bank shall retain such 
records until final determination of the issue. 

“(3) The semiannual assessment base for each semiannual period of the 
calendar year shall be the average of the assessment base of the bank on the 
days for which it is required to submit reports of condition in such period, as 
provided in subsection (a) of this section. If any bank has assumed the liabili- 
ties for deposits of another bank or banks, it shall thereafter include such 
liabilities in its assessment base. 

“(¢e)(1) On or before the 31st day of July of each year, each insured bank 
shall file with the Corporation a certified statement showing for the six months 
ending on the preceding June 30 the amount of the assessment base and the 
amount of the semiannual assessment due to the Corporation for the period 
ending on the following December 31, determined in accordance with subsection 
(b) of this section. Each insured bank shall pay to the Corporation the amount 
of the semiannual assessment it is required to certify. On or before the 31st 
day of January of each year, each insured bank shall file with the Corporation 
a similar certified statement for the six months ending on the preceding Decem- 
ber 31 and shall pay to the Corporation the amount of the semiannual assess- 
ment for the period ending on the following June 30 which it is required to 
certify. 

“(2) Each bank which becomes an insured bank shall not be required to file 
any certified statement or pay any assessment for the semiannual period in which 
it becomes an insured bank. On the expiration of such period, each such 
bank shall comply with the provisions of paragraph (1) of this subsection 
except that the semiannual assessment base for its first certified statement 
shall be the assessment base of the bank determined in accordance with sub- 
section (b) of this section from the last report of condition to be submitted 
pursuant to subsection (a) of this section in the semiannual period in which 
it becomes an insured bank: Provided, That if its first day of operations as an 
insured bank is after the date for the last report of condition in a semiannual 
period, selected pursuant to subsection (a) of this section, the bank shall make 
a special report of condition as of June 30 or December 31, whichever is appli- 
eable, in accordance with subsection (a) of this section and its semiannual 
assessment base for its first certified statement shall be the assesment base of 
the bank determined in accordance with subsection (b) of this section from 
such special report. The first certified statement shall show as the amount of 
the first semiannual assessment due to the Corporation, an amount equal to 
the product of one-half of the annual assessment rate multiplied by such assess- 
ment base. 

“(3) The certified statements required to be filed with the Corporation under 
paragraphs (1) and (2) of this subsection shall be in such form and set forth 
such supporting information as the Board of Directors shall prescribe and shall 
be certified by the president of the bank or any other officer designated by its 
board of directors or trustees that to the best of his knowledge and belief the 
statement is true, correct and complete and in accordance with the Federal De- 
posit Insurance Act and regulations issued thereunder. The assessment pay- 
ments required from insured banks under paragraphs (1) and (2) of this sub- 
section shall be made in such manner and at such time or times as the Board 
of Directors shall prescribe, provided the time or times so prescribed shall not 
be later than sixty days after filing the certified statement setting forth the 
amount of assessment. 

“(4) Except as otherwise provided in this section, the Board of Directors shall 
prescribe all needful rules and regulations for the enforcement of this section. 
The Board of Directors may limit the retroactive effect, if any, of any of its 
rules or regulations.” 
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Sec. 3. Section 7 of the Federal Deposit Insurance Act, as amended (12 
U.S.C. 1817), is amended by substituting for the numerical figure “40” in sub- 
section (d) the numerical figure “331”; by substituting for the words “fails to 
file’ in subsection (f) the words “ fails’ to make any report of condition under 
subsection (a) of this section or to file”; by substituting for the words “file such 
statement” in subsection (f) the words “make such report or file such state- 
ment’; by substituting for the word “filed” in the first sentence of subsection 
(g) the words “made any such report of condition under subsection (a) of 
this section or filed’; by substituting for the words “to file’ in the first sentence 
of subsection (g) the words “to make any such report or file’; by substituting 
for the words “to file” in the first sentence of subsection (h) the words “to 
make any report of condition under subsection (a) of this section or to file”; 
and by substituting for the words “in its trust or deposited in any other de 
partment or in another bank” in the first sentence of subsection (i) the words 
“in its trust department or held or deposited in any other department of the 
fiduciary bank” and by striking the words after the colon in the second sen- 
tence and substituting a period for said colon. 

Sec. 4. Section 10 of the Federal Deposit Insurance Act, as amended (12 
U.S.C. 1820), is amended by striking subsections (e) and (f) thereof and re- 
lettering subsection (g) as subsection (e). 

Sec. 5. This Act shall take effect on February 1, 1961. 

Mr. Brown. Mr. Wolcott is our first witness. 

Will you come around, Mr. Wolcott ? 

Mr. Wolcott is well known by this committee. He served here for 
over a quarter of a century, and he is the author of many good bills in 
the past Congress. We are always glad to have Mr. Wolcott. 

Will you proceed, Mr. Wolcott ? 


STATEMENT OF JESSE P. WOLCOTT, CHAIRMAN OF THE BOARD OF 
DIRECTORS OF THE FEDERAL DEPOSIT INSURANCE CORPORATION 


Mr. Wotcorr. Mr. Chairman, as you all know, it is always a pleas- 
ure for me to come before this committee. It is just like coming back 
home. 

Also appearing with me from the Corporation are Director Erle 
Cocke; Neil G. Greensides, Chief of the Division of Examination; 
William G, Loeffler, Controller of the Corporation; and Royal L. 
Coburn, our General Counsel. 

I am glad to enthusiastically recommend for your favorable con- 
sideration the bill now before you, H.R. 8916, introduced by Chairman 
Spence. As its prime purpose the bill seeks to simplify the computa- 
tion and reporting of assessments payable by insured banks to the 
Corporation, and to lessen the task of the Corporation and reduce its 
cost in administering the present law. Since the Corporation de- 
pends primarily on assessments which it receives from the insured 
banks to provide the source of funds for administrative expenses, in- 
surance losses, and additions to the reserve fund, the problems relating 
to the computation and collection of assessments are of utmost im- 
portance to the Corporation. 

While the purpose of the bill is to simplify computation and report- 
ing techniques, the bill itself is necessarily technical; just as the oper- 
ations of banks are nec essarily technical. Hence, resort to technical 
language is necessary to effect. the intent and purpose of the legislation. 
I shall limit my discussion to the overall purposes of the proposal, and 
turn to the Controller of the Corporation, Mr. Loeftler, for a detailed 
discussion of the more technical provisions of the amendments. Mr. 

Loeffler has devoted much time and study in formulating the principles 
of the changes in the law here sought, and, accordingly, is familiar 
54042-—60 2 
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with the language and the application thereof to the operations of 
insured banks. 

It has been the basic concept of Congress and the Corporation alike 
that the assessments paid by insured banks on account of Federal 
deposit insurance should be based on the total deposit liabilities of the 
insured institution. ‘Thus, since the establishment of the so-called 
“Permanent Fund,” as provided in the Banking Act of 1935, the basic 
assessment rate has been fixed at one-twelfth of 1 percent of total 
deposits, payable semiannually. This basic concept continues under 
this proposal. 

One of the major difficulties in the formulation of a fair and equi- 
table plan for the fixing of a base upon which assessments were to be 
paid was the continuing principle that banks should not be required to 
pay assessments on deposits created by credits given for uncollected 
funds. This principle has heretofore been effectuated by permitting 
banks to deduct from the deposit base such uncollected funds, gener- 
ally referred to in the industry as “float,” before the application of the 
assessment formula. In order that you may not be mystified by these 
banking terms, and may better understand their significance and appli- 
cation, may I explain, by a simple example, what is meant by “float” 
and by the phrase “deposit credit given for uncollected funds.” 

Let us assume that your distinguished chairman owns a parcel of 
property back in his home State of Georgia, which he has rented to a 
tenant, and each month he receives a rent check in the amount of $100, 
drawn on the tenant’s bank in Georgia. Let us further assume the 
chairman maintains a deposit account in a local bank here in Wash- 
ington. When the chairman receives a check from the tenant, he will 
endorse it, and deposit it to his account in the Washington bank. The 
Washington bank immediately posts a credit of $100 to the chairman’s 
account. The total deposits of the Washington bank are increased by 
$100 by reason of this transaction. However, the Washington bank 
has given this deposit credit without receiving offsetting funds. There 
is a time lag before it can collect the $100 represented by the check. 
The check must be sent to the bank in Georgia, and then, upon pay- 
ment of the check by the Georgia bank, the funds must be forwarded 
to Washington. Thus, it has been the rule that only when the local 
bank has received the funds should it be required to pay assessments 
on account of the chairman’s deposit. It takes neither imagination 
nor detailed knowledge of banking transactions to recognize the fact 
that all banks, each day, accept for one purpose or another thousands 
upon thousands of checks drawn on other banking institutions, and in 
many instances checks drawn on banks in faraway places. 

I go into some detail in the explanation of this simple transaction, 
for I want you to understand that one of the major difficulties in devis- 
ing an equitable formula for the computation and collection of assess- 
ments has been determining the treatment to be given to such outstand- 
ing uncollected items, or “float,” as these items are called: and may I 
further add that many of the transactions involving uncollected items 
arise out of more complicated undertakings than used in the example. 

Prior to 1950, banks were required to make daily computations, not 
only of cash items in the process of collection, but also of outstanding 
drafts and other items of similar character. These required computa- 
tions were in addition to the daily operation requirements, and they 
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necessitated a great deal of extra work on the part of the banks that 
was not otherwise necessary in their daily operations. 

In 1950, a forward step was taken by the enactment of legislation 
which permitted the computation of assessment liability based pri- 
marily upon the deposit habilities of the bank on 4 stated base days, 
one in each of the ee quarters of the year. In reference generally 
to the “float” deductions, the banks were provided with two alter- 
native methods of computation. The (aa) method permitted the de- 
duction of all cash items paid or credited to deposit accounts, received 
and forwarded for collection on the base day, and of cash items held 
for clearing at the close of business on such base day, which were in 
process of collection, multiplied by 2. The alternative (bb) method 
authorized the deduction of the actual outstanding cash items within 
the current Federal Reserve time schedules of collection. The (aa) 
method of computing deductions has been used by more than 90 per- 
cent of the banks, because experience has taught that such computa- 
tion of “float” deductions permits a larger deduction than would the 
calculation of outstanding “float” as computed by the (bb) method. 
The administrative difficulties that have been encountered in determin- 
ing the proper amount of “float” and other deductions permitted under 
the 1950 act have been substantial and burdensome—and, I should add, 
controversial—both to the banks and to the Corporation. 

With the administrative difficulties continuing, the Corporation’s 
staff, and particularly Mr. Loeffler, our controller, have intensified 
studies of ways and means to resolve the technical problems, to the 
end that a formula be devised that would reduce the paperwork and 
man-hours necessarily expended in making the present computations, 
and, at the same time, produce an assessment income to the Corpora- 
tion which would bear a fair relation to the income produced under 
the present formula, and, further, would not work a hardship on any 
insured bank by unreasonably increasing its assessment liability over 
that under present law. 

Impetus to the establishment of a new formula has come from the 
General Accounting Office in the annual audit of the Corporation 
made under the direction of the Comptroller General of the United 
States. In each of the audit reports for the fiscal years 1956, 1957, 
and 1958 the Comptroller General has made recommendations to 
the Corporation and to the Congress that a simplified base be pro- 
vided for the computation of assessment payments. It is worthy to 
note that in the latest report, for the fiscal year ending June 30, 1959, 
he comments in reference to the proposed bill as follows: 

The enactment of the proposed legislative change would eliminate (1) the 
need for the banks to maintain special records for assessment purposes and the 
need for the Corporation to make field audits of the assessment computations, 


and (2) the administrative and technical problems arising under the existing 
law. 





The 1950 amendment. not only simplified the reporting procedures, 
but also provided for a substantial reduction of the assessment. li- 
ability of insured institutions. This reduction was effected by pro- 
viding for an annual prorated credit to insured banks of 60 percent 
of the Corporation’s net assessment income. This means that from 
the total assessment income the Corporation receives each year there 
are deducted all administrative expenses and insurance losses. The 
net figure resulting therefrom is then distributed, 60 percent as a 
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prorated credit to the banks, and 40 percent is added to the reserve 
insurance fund of the Corporation. This calculation does not take 
into consideration income received by the Corporation from its in- 
vested funds. All income from investments is added to the reserve 
fund. The credit received by the banks since 1950 has ranged from 
55.72 percent to 56.76 percent of total assessments paid, and has re- 
sulted in an effective assessment rate of one twenty-eighth of 1 percent 
of total deposits. 

It is with this background that we come now to the more direct. con- 
sideration of the preeens proposal. In essence, it is contemplated by 
the amendments that two steps be taken to simplify the computation 
and reporting of assessments: (1) that the computation of assessment 
liability shall be based on items in the reports of condition rather 
than on special forms filed with the Corporation, and (2) that all 
banks shall take a single, standard, percentage deduction, in lieu of 
the present alternative methods of deduce ting “float” and other dedue- 
tions and exclusions authorized under present law. Let me discuss 
first the matter of using reports of condition. 

In order that the supervisory authorities may have current knowl- 
edge of the financial status of banks, all national and most State 
banks, under applicable State and Federal statutes, are required to 
give financial information pertaining to their conditions and opera- 
tions on forms referred to as “reports of condition” or “call reports.” 

Under present law, the Comptroller of the Currency is required to 

“all upon national banks for a minimum of three reports of condition 
a year, and for many years has, as a matter of policy, called for four 
such reports. Among the States the number of required oe of 
condition varies from two to four of such calls each yea esi y 
States and the District of Columbia require four 1 nth each yea 
The Federal Reserve banks also call on State member banks for fone 
reports of condition each year. 

The form of the call reports and the instructions for preparing 
such reports used by the Federal supervisory agencies are uniform. 
The Corporation, as a matter of ac commodation, has for many years 
provided 40 of the State departments with uniform forms used by 
such departments for call purposes. I mention these facts to ¢: all 
attention to, and emphasize, the fact that banks have been filing 
reports of condition for many, many years, under uniform and stand- 
ardized forms and instructions. Bookkeeping practices and _ tech- 
niques are geared to the maintenance of records and statistics that 
make the preparation of these reports a comparatively routine opera- 
tion. Such reports are required as a technique of supervision. It is 
now proposed that such call reports, and the information contained 
therein, provide the source of data to be used in the determination of 
the assessment liability. To be accurate, this legislation will require 
only a few minor changes i in the form of the call report. As a mat- 
ter of fact, the prince ipal changes consist of the addition of two lines 
to the report. 

In order to make such use of call reports, it is necessary to amend 
the existing law in several particulars, including the definition of 
“deposit.” Heretofore there has not been complete uniformity in the 
definition of the term “deposit,” as provided in the law and regula- 
tions of the Corporation, on the one hand, and as the term has “been 
used in the forms and instructions issued for call reports, 
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The problem of deductions, and particularly the “float” deduction 
which has heretofore been so troublesome, has been handled in this 
proposal by providing for a single, uniform, deduction by all banks, 
on account of “float” and other deductions heretofore allowed, of 
1624 percent of demand deposits and one percent of time deposits. In 
an endeavor to effect proper adjustments that would flow from such 
deductions, and in order that. no bank might be required to pay a 
substantially larger amount of net assessments than presently paid, 
the proposal increases the present credit refund of 60 percent of the 
Corporation’s net assessment income to 6624 percent of the net assess- 
ment income. 

It is a most difficult task to devise a formula for the computation 
of assessments that will treat, in exactly the same manner, each of 
the 13,382 insured banks, varying in size and special services, and in 
localities, as they do. The proposed plan has been devised after many 
months, in fact, many years of study. The final determinations have 
been arrived at after a consideration of many varying formulas, until 
at least an overall plan has been prepared which does substantial 
justice to all. There are a very few of the very large institutions that 
believe their outstanding float. should entitle them to a larger deduc- 
tion than contemplated by this proposal. 

These banks should look to the overall savings of the plan plus the 
saving of time and salary expense resulting from a simplification of 
the reporting and computation techniques. The dollar advantages 
arising from the lower assessment liabilities will vary as between 
banks. However, the number of institutions which may experience a 
small increase in their net assessment will be only a fraction of 1 per- 
cent of the 13,382 insured banks. More information on this subject 
will be given in Mr. Loeffler’s statement. It was not the intention to 
provide an advantage to one group of insured banks to the disadvan- 
tage of another group. Rather, it was necessary to establish a formula 
for a single percentage deduction if there was to be any simplification 
of the assessment computation and reduction of administrative costs 
and problems. 

With the foregoing comments, I turn over to Mr. Loeffler the task 
of explaining the details of this proposal. Before leaving the sub- 
ject, however, I wish to assure the committee that, in my opinion, this 
proposal represents an honest and sincere effort by the Corporation to 
be of assistance to insured banks. As Mr. Loeffler will explain, it will 
result in a lessening of the net assessment income to the Corporation. 
This loss of income will, in part, be offset by the reduction of the ad- 
ministrative expenses of the Corporation. It is our considered con- 
clusion that, notwithstanding the reduction in income, the reserve 
insurance fund of the Corporation will continue to grow, and that 
prior to 1970 it will have reached a ratio of 1 percent of the total de- 
posits of insured banks. If these estimates prove correct, we believe 
that at that time Congress may want to take another look at the assess- 
ment formula, to determine whether or not the continued growth of 
the fund, at the rate provided by these proposals, is in the best interests 
of the banking economy. 

In concluding my remarks, I would like to leave with the committee 
for incorporation in the record a copy of a letter, dated September 11, 
1959, which the Corporation mailed to all insured banks, outlining the 
basic provisions of this legislative proposal, and also a more detailed 
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explanation of the proposal which was filed with this committee at 
the time the legislation was submitted, with the request that it be 
introduced. 

We are submitting herewith some minor changes in the draft pro- 
posal which we think are desirable. Mr. Loeffler will explain them in 
his discussion of the bill. I would tell you, however, that these pro- 

osed amendments do not effect any change of substance whatsoever. 
hey come primarily from recommendations made by other Federal 
agencies, and relate generally to improvement of the administration 
of assessment techniques and clarification of the language of the bill. 

(The letter from the Federal Deposit Insurance Corporation, dated 

September 11, 1959, is as follows :) 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, September 11, 1959. 
To the President of the Bank Addressed: 

This communication contains information of importance to all insured banks. 
It brings to your attention legislation recently introduced in both Houses of the 
U.S. Congress. The bills introduced in the House of Representatives (H.R. 
8916 and H.R. 8928) are identical and pertain to the base for computing your 
assessments payable to the Corporation. The Senate bill (S. 2609) is identical to 
the House bills in respect to assessments and in addition contains a number of 
“housekeeping” amendments, most of which affect only the administrative func- 
tions of the Corporation. This letter is intended mainly to help you to under- 
stand the proposed changes in the assessment base. 

The amendments to the Federal Deposit Insurance Act of 1950 changing the 
method of computing assessments resulted in a considerable reduction in the 
detail records banks had to maintain for computing assessments. Nevertheless, 
the Corporation has continued to seek ways of further simplifying the assess- 
ment computation requirements and to further reduce the areas of misunder- 
standings and administrative problems. 

After long study and intensive consideration the Corporation has proposed 
that assessments be based on deposit liabilities as reported in reports of condi- 
tion with flat percentage deductions in lieu of deductions for cash items in 
process of collection and other items and without any alternative methods of 
computation. This general method has been endorsed by the General Account- 
ing Office of the U.S. Government and it has recommended to the Congress that 
such a method be adopted. 

The attached statement gives a brief résumé of the principal changes in the 
proposed legislation and their effect on insured banks. The Corporation will be 
glad to have your comments on these proposals. 

Sincerely yours, 
JESSE P. WoLcortr, Chairman. 


STATEMENT RE PROPOSED LEGISLATIVE AMENDMENTS TO ASSESSMENT PROVISIONS 
OF FEDERAL DEPOSIT INSURANCE ACT 


1. The basic assessment rate would be continued at one-twelfth of 1 percent 
per annum. 

2. The credit rebate would be changed from 60 percent to 6624 percent of net 
assessment income. 

3. Assessments would be based on the average deposit liabilities as reported 
in two reports of condition in each 6-month period; this will require filing 
copies of four reports of condition each year. 

4. No changes will be made in the present format of reports of condition for 
this purpose nor in the requirements for classifying component parts of such 
reports. 

5. Instead of the exclusions and deductions permitted under the present act, 
including the alternative (aa) and (bb) methods of computing cash items in 
process of collection, provisions are made for deductions from reported deposit 
liabilities of 1624 percent of demand deposits and 1 percent of time deposits. 

6. Banks that include “deposits accumulated for payment of personal loans” 
in reported deposits (line 1, schedule F, of reports of condition) may deduct the 
amount of such reported items from time deposit totals before applying the per- 
centage deduction of 1 percent. 
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7. Banks may deduct the amount of unposted debit items in their possession 
which are drawn on themselves, including those drawn on any of their own 
branches (provision is made for use of an “experience factor” formula where 
such amounts are not readily available from the daily records). 

8. Outstanding drafts drawn on Federal Reserve banks will continue to be 
reported as at present. All other outstanding drafts will not be reported as 
deposits or be subject to assessment but will continue to be insured within 
statutory limitation. 

9. Funds held to meet outstanding acceptances and other cash collateral ac- 
counts, including funds held as “dealers reserves,” will be reported as deposit 
liabilities an be assessable unless under the terms of the respective contracts 
they constitute a prepayment of the customer’s liability to the bank. 

10. Net credit balances of reciprocal bank accounts will be reported as de- 
posit liabilities using balances as shown by the bank’s books (i.e., the balances 
do not have to be reduced to “collected” balances as now required for assessment 
purposes). 

11. Cashier’s or other officers’ checks issued for the bank’s own purposes such 
as in payment of its expenses or in the purchase of its securities will continue 
to be reported as deposit liabilities and will be subject to assessment (Such items 
are not now subject to assessment). Such instruments are not now insured 
but under the proposed amendments will be insured within the statutory 
limitation. 

12. These proposals will eliminate the necessity for keeping any special records 
for assessment purposes and to a great extent will eliminate the separate regu- 
lations, rulings, and assessment decisions now necessary. 

13. In determining the amount of assessment for each semiannual period the 
following method will be followed : 

(a) From the two reports of condition in each period (between January 1 
and June 30 for one period and between July 1 and December 31 for the 
other period) add together the amount of demand deposits (schedule E, 
line 7) ; and add together the amount of time deposits (schedule F, line 6). 
Do not combine the two totals. 

(bv) To the total of demand deposits add the amount of uninvested trust 
funds (cash) held in your own trust department. 

(c) Deduct from the resultant total of demand deposits 1624 percent 
(one-sixth) thereof (this is in lieu of all other deductions except as ex- 
plained in 6 and 7 above). 

(d@) Deduct from the resultant total of time deposits 1 percent thereof. 

(e) Add together the “remainders” (amount after percentage deductions) 
of demand deposits (¢c) and time deposits (d). 

(f) Divide by 2 the combined amounts of demand deposits and time 
deposits (e) to obtain average deposits. 

(9g) Your semiannual assessment will be the amount of average deposits 
(f) multiplied by .00041666 (one-half of one-twelfth of 1 percent). 

(Nore.—To find the comparative assessments for your bank apply the foregoing 
processes as follows:) 

For the assessment for the year 1956: 

Assessment January 1, 1956, Certified Statement 545-AO, use data 
from two reports of conditions between July 1, 1955, and December 31, 
1955 ; 

Assessment January 1, 1956, Certified Statement 545-AO, use data 
two reports of condition between January 1, 1956, and June 30, 1956. 

Assessment credit rebate for year 1956 was 56.21 percent based on 
60 percent formula; on proposed 6624 percent formula credit rebate 
would have been approximately 62.45 percent of gross assessment. 

For the assessment for the year 1957 : 

Assessment January 15, 1957, Certified Statement 545-AQ, use data 
from two reports of condition between July 1, 1956, and December 31, 
1956; 

Assessment July 15, 1957, Certified Statement 545—-AR, use data from 
two reports of condition between January 1, 1957, and June 30, 1957. 

Assessment credit rebate for year 1957 was 56.65 percent based on 
60-percent formula; on proposed 6624-percent formula credit rebate 
would have been approximately 62.988 percent of gross assessment. 

For the assessment for the year 1958: 
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Assessment January 15, 1958, Certified Statement 545-AS, use data 
from two reports of condition between July 1, 1957, and December 31, 
1957 ; 

Assessment July 15, 1958, Certified Statement 545-AT, use data from 
two reports of condition between January 1, 1958, and June 30, 1958. 

Assessment credit rebate for 1958 was 55.719 percent based on 60- 
percent formula ; on proposed 6624-percent formula credit rebate would 
have been approximately 61.88 percent of gross assessment. 

Mr. Wotcorr. With the committee’s permission, may I present Mr. 
Loefiler. 

Mr. Brown. Thank you for the excellent statement. 

What is the present balance of your insurance fund ‘ 

Mr. Wo tcorr. $2,100 million. 

Mr. Brown. The assessment is one-twelfth of 1 percent of the total 
deposits; is that correct / 

Mr. Wo.corr. Yes. 

Mr. Brown. Now, what would be the assessment under this bill? 

Mr. Wotcorr. The rate would be the same, one-twelfth of 1 percent 
of deposits. 

Mr. Brown. I remember years before I came to Congress I spoke 
all over my State on behalf of deposit insurance, and I think it was 
one of the best laws ever passed. 

Mr. Multer, do you care to interrogate the witness ? 

Mr. Murer. Thank you, Mr. Chairman, just to try to understand 
the problem a little more clearly. 

Of course, I know from the experience we have had with the 
distinguished Chairman of FDIC we can rely on him to come forward 
and urge only things that will improve the operation of the FDIC. | 
know that is his concept of his primary function as Chairman of this 
Board of FDIC. 

Mr. Wolcott, if there are questions on the floor on this bill, one will 
be how big is the fund; another will be, what is the total amount of in- 
surance outstanding, and what is the average amount of deposits in- 
sured by FDIC. 

Mr. Woxcorr. Well, we can give you the exact amount as of 
December—if I may refer to Mr. ey he has the exact figures. 

Mr. Lorrrier. At December 31, 1959, the fund was $2,089,790,000 ; 
at the present time it is S211 ead. Total deposits in insured 
banks were $247,589 million at December 31, and the estimated insured 
portion of that—we do not have exact figures, we only make that study 
every 4 or 5 years—but based on the best estimates we have, insured 
deposit liabilities at that time were $142,131 million resulting in a 
ratio of the fund first to total deposit liabilities of 0.84 percent rand a 
ratio of 1.47 to the insured deposit liabilities. 

Mr. Mutrer. But if we stopped there that would give us an unfair 
picture of what the actual situation is. We must also take into ac- 
count the total assets of the insured banks which are also available in 
the event it is necessary to fall back upon them. 

Mr. Lorrrier. Well, that is correct, of course, Mr. Multer. You 
have the capital cushion of the banks standing ahead of the liabilities 
of the Corporation. 

Mr. Mutter. Now, could you supply to us either now or later for 
the record for insertion at this point so we will have it the complete 
story at one place in the record, the total net assets of insured banks 
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which also, of course, stand behind these deposits and guarantee their 
payment ! 

Mr. Lorrrier. We will be glad to supply that, yes. 

(The data referred to above may be found in the letter of the 
Federal Deposit Insurance Corporation, of April 8, 1960, beginning 
on p. 108.) 

Mr. Barr. Will the gentleman yield? 

Mr. Mutrer. Yes. 

Mr. Barr. You gave us two figures, $247 billion and $144 billion, I 
didn’t get the distinction. 

Mr. Lorrrier. The first figure of $247 billion, Mr. Barr, is total 
deposit liabilities in the insured banks. Now, the insurance coverage, 
as you know, is limited to a $10,000 maximum per depositor. The 
other figure is $142 billion, which is the estimated amount of the in- 
sured deposits in all of the insured banks. 

Mr. Barr. That would be the total liability, then, of the Corpora- 
tion ? 

Mr. Lorrrter. Yes, sir. 

Mr. Barr. Thank you. 

Mr. Muurer. And in addition the Corporation has the right as 
fixed by statute to draw on the U.S. Treasury in the event of an emer- 
gency for sums up to a total of $3 billion? 

Mr. Lorrrier. Yes, sir; $3 billion. 

Mr. Murer. And all of that must be taken into account when we 
try to assess the actual insurance availability behind these accounts, 
am I not right? 

Mr. Lorrrier. Yes, sir. 

Mr. Mutter. Now, then, in actual practice, even though the statute 
presently limits the amount of insurance in any one account to $10,000, 
whenever FDIC has found it necessary to go in and liquidate a bank, 
an insured bank, the actual liquidation has been wound up so that 
every depositor has been paid in full, is that not right? Is that not so? 

Mr. Lorrrier. Well, I can’t tell you exactly what percentage, a 
very substantial percentage of the depositors have been paid in full, 
when the banks have closed, I believe it is in the neighborhood of 98 
percent. I can get a more exact figure on that, Mr. Multer. 

Mr. Mutter. In actual practice, even though the limitation has 
been a maximum of $10,000 on any one account for the insurance, nev- 
ertheless when it became necessary to liquidate a bank, regardless of 
that limitation, the depositors have been paid, in most instances, in 
full? 

Mr. Loerrier. Well, that has varied, and it depends somewhat on 
the type of liquidation, that is receivership or assumption of deposit 
liabilities by another bank; it depends, first of all, on the consideration 
given by our Board as to which method in their estimate will result 
in the smallest loss to the Corporation. 

Now, when you get into situations where you have embezzlements, 
and that sort of thing, it is sometimes pretty hard to tell just what the 
situation may be, what kind of loss will be sustained in the liquidation 
of the insurance obligations, so that we have receiverships and under 
that type, why, then, it results in whatever recovery you can get. In 
other words, people having over $10,000 then share along with the 
Corporation in any excess recovery. 
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I have this figure that you ask about now, Mr. Multer, through 1958 
that full recovery was received by 99.7 percent of the depositors. 

Mr. Mutrer. That is almost a perfect record. 

Mr. Lorrrurr. Yes; it is pretty close. 

Mr. Moutrer. Just one other thing, Mr. Chairman, if I may. 

Mr. Brown. We are going to put Mr. Loeffler on after Mr. Wolcott 
and he will answer some of the questions you may raise. 

Mr. Mutter. Well, I have just one other question which I think 
possibly either Mr. Wolcott or Mr. Loeffler may want to answer, and 
that is this: 

Mr. Wolcott, you have made the statement that the basic assessment 
rate has been fixed at one-twelfth of 1 percent, and that this basic 
concept continues under this proposal. Yet at a later part in your 
statement you say the effective assessment rate is one twenty-eighth of 
1 percent of total deposits. Now, that would seem to indicate that 
actually the effective payment of the assessment by the banks equals 
only one twenty-eighth of 1 percent, rather than one-twelfth of 1 
percent. 

Am I right or have I misconstrued it ? 

Mr. Loerrier. That is right; that is the net result of it. Actually, 
the assessments are paid in full on the basis of their computation and, 
depending upon the results of operations, losses, and administrative 
expenses for the calendar year, the proration is made of the remainder, 
so-called net assessment income. Sixty percent of that goes as a 
rebate or credit to the banks on a prorated basis, so that under the 
present law, the 1950 act, the effective rate over the period through 
1959 has been one twenty-eighth of 1 percent. 

Now, I touch on that later in my statement, I believe, but while we 
are here, let me say that we estimate that had this proposed plan been 
in effect during that same period of time, the effective rate would have 
been one thirty-second of 1 percent. 

Mr. Mutter. It is stated, then, that there will be an effective rate 
of one thirty-second of 1 percent instead of one twenty-eighth if this 
bill is enacted ? 

Mr. Lorrrter. Yes, sir; that is correct. 

Mr. Mutter. So that will actually result in an additional saving to 
the banks that are insured ? 

Mr. Lorrrier. Yes, sir. 

Mr. Moutrer. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Hiestand. 

Mr. Hiestanp. Mr. Chairman, I am only interested in welcoming 
Mr. Wolcott back among us and to assure him that his statement will 
naturally carry great weight. 

The questions I have will be directed to Mr. Loeffler after he finishes 
his statement. 

Mr. Brown. Any other questions ? 

Mr. Barr. I have several technical questions. I don’t know who 
would prefer to answer them. I am a little hazy on how this organi- 
zation of Mr. Wolcott’s is run. 

Mr. Brown. Any other questions ? 

Mr. Wotcorr. Mr. Chairman, may I suggest that I have read Mr. 
Loeffler’s statement very carefully. It is very technical, and I think 
perhaps many of the questions might be answered in his statement. 














ig 
Il 


es 


hy 


rT. 
ik 
it. 











FEDERAL DEPOSIT INSURANCE ACT 19 


If they are not, we will be very glad to answer any questions 
afterward. 

Mr. Brown. I understand that, Mr. Wolcott. 

Mr. Kitsurn. Mr. Chairman, I would just like to welcome my old 
boss back. It has never seemed the same since he left, and I would 
certainly welcome your advice on such matters. 

Mr. Brown. Mr. Cocke, are you going to make a statement ? 

Mr. Cocke. No; Mr. Loffler will make the statement. 

Mr. Brown. Come around, Mr. Loeffler. 

All right, you may proceed. 


STATEMENT OF WILLIAM G. LOEFFLER, CONTROLLER, FEDERAL 
DEPOSIT INSURANCE CORPORATION 


Mr. Lorrriter. For the record, my name is William G. Loeffler. I 
am controller for the Federal Deposit Insurance Corporation. 

I appreciate the opportunity to appear on behalf of this proposed 
legislation and, of course, hope that I may be helpful in answering 
questions. 

If agreeable to you, I shall offer our opinions on the effects of the 
bill on the depositors and the insured deposits in these funds. I have 
a prepared statement and will try to answer any of your questions 
either during the reading or later. 

First of all, I should like to say that the formula or base for com- 
puting assessments set out in H.R. 8916, introduced by Mr. Spence, 
and in H.R. 8928, introduced by Mr. Kilburn, is not a recently con- 
ceived idea. For a good many years I have been aware of the assess- 
ment problems of the banks and the Corporation under the require- 
ments of the 1935 act and the 1950 act, and have been seeking ways 
and means of eliminating these difficulties, or at least reducing them. 
This, I sincerely believe, will be accomplished under these ‘ae 

The method of computing asssessments, as set out in the legislation 
under consideration at this time, is the result of many years of study 
and consideration of various methods and percentage combinations. 
These matters have been the subject of a great deal of discussion with 
various officials and staff members of the Corporation, as well as with 
many banking organizations, including the American Bankers Asso- 
ciation, the National Association of Bank Auditors and Comptrollers, 
officials of many State bankers associations, and innumerable individ- 
ual bank officials. 

The basic legislation and method of computation of assessments 
now being considered was first brought to your attention in 1957 dur- 
ing the testimony and statements made by Mr. H. Earl Cook, then 
Chairman of the Board of Directors of the Corporation, at the time 
you were considering the Financial Institutions Act of 1957. How- 
ever, the present recommendations were not a part of that proposed 
legislation for the reason that our studies were not then completed. 

It is proposed in this bill that. the assessment be based on the average 
amount of deposit liabilities, to be reported by insured banks on two 
reports of condition in each 6-month calendar period, after deducting 
1624 percent from demand deposits and 1 percent from time and 
savings deposits. 
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Since the terms “reports of condition” and “call reports” will be 
used frequently in these hearings, if I may, I would like to describe 
them at this point and then proceed with discussion of the bill. 

The reports of condition, or as they are more generally referred to, 
“call reports,” are statements of the financial condition of the banks 
as of a given date, and contain several schedules showing detailed 
classifications of various types of assets and liabilities, including 
classifications of deposits as between demand and time deposits. The 
calls on the banks for these reports are made at the instance of the 
three Federal banking agencies, and customarily are “surprise” calls 
made at a time subsequent to the date as of which the reports are 
required to be compiled. Although it has been customary for the 
Federal banking agencies to make calls of the same date, it is not a 
statutory requirement. In order that the assessments of all banks 
will be based on deposit data as of uniform dates, this bill provides 
that each insured bank shall make— 
four reports of condition annually upon dates which shall be selected by the 
Chairman of Board of Directors, the Comptroller of the Currency, and the 
Chairman of the Board of Governors of the Federal Reserve System. 

We are recommending a change to permit a majority thereof to select 
the dates. The two other agencies concur in this recommendation. 

It is intended that the uniform deductions of 1624 percent from 
demand deposits and 1 percent from time and savings deposits shall 
be in lieu of all deductions permissible under the present act, includ- 
ing cash items in process of collection and to compensate for or offset 
the inclusion in the assessment base of items not now subject to 
assessment. Before application of these percentage deductions, how- 
ever, there would be permitted deductions for the amounts of accumu- 
lated personal loan repayments included in the reported deposit 
liabilities and for unposted debits to deposit accounts. 

The Federal Deposit Insurance Act is the only Federal statute now 
containing a definition of the term “deposit.” Under its statutory 
authority the Corporation has issued rules and regulations further 
defining the term. Since there are some differences between deposits 
as defined for insurance and assessment purposes as compared with 
the term “deposit” for reports of condition, it is considered necessary 
to define the term “deposit” in the proposed amendments. We 
strongly believe that the definition of the term “deposit” should be 
restated in the statute to include items which have been prescribed 
by regulations to be deposits. We further believe that this will re- 
sult in less likelihood of misunderstandings and misinterpretations 
of the term for all concerned. This definition is provided in section 
1 of this bill. 

It would include such other obligations as the three Federal bank- 
ing agencies shall jointly prescribe by regulation to be deposit lia- 
bilities by general usage. Since the introduction of H.R. 8916, the 
Board of Governors of the Federal Reserve System has recommended 
a change in this bill to authorize the Board of Directors of the Fed- 
eral Deposit Insurance Corporation to prescribe deposits by general 
usage as under existing law, with an added provision for consulta- 
tion with the other two agencies, instead of prescribing them by joint 
action of the three agencies. The definition of the term “deposit” 
relates primarily to the insurance and assessment of deposits which 
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are the functions of the Federal Deposit Insurance Corporation. The 
interests of the Comptroller of the Currency and the Board of 
Governors with respect to reports of condition would be adequately 
protected by the proposed consultation clause. The Comptroller and 
the Corporation concur in this recommendation and we are submitting 
proposed language for this change. 

There were five basic differences between deposits for insurance and 
assessment purposes and deposits for reports of condition. These 
differences and the manner in which they would be eliminated under 
the proposals are: 

1. All uninvested trust funds, including those deposited in another 
bank, are now defined as deposits for assessment purposes, whereas 
the report of condition seclndan only such funds deposited in a bank’s 
own commercial department. 

Under the proposed amendments uninvested trust funds will con- 
tinue to be reported in the report of condition as they are now. Such 
funds held in the bank’s own trust department will not be included 
as a deposit liability in the report of condition, but will be separately 
stated in the report as an information item for inclusion as deposits 
in the assessment base. AJl uninvested trust funds held in the report- 
ing bank will continue to be insured and assessable. When such trust 
funds are deposited by the reporting fiduciary bank in another in- 
sured bank, such trust. funds would be assessable and insured only in 
such other insured bank; however, if deposited in a noninsured bank, 
such trust funds would be neither insured nor assessable. 

2. Under existing law outstanding drafts drawn on any bank are 
included in the definition of deposit and are insured but not assessable. 
However, at the time this bill was introduced, outstanding drafts 
drawn on Federal Reserve banks were required to be included as de- 
eee in the reports of condition and therefore were required by this 
ill to be reported as deposit liabilities. Since H.R. 8916 was intro- 
duced the three Federal banking agencies have amended their call 
report instructions to exclude from deposits drafts drawn on Federal 
Reserve banks. This change was made because it was concluded that 
such drafts should not be treated differently from drafts drawn on 
other banks. Because of this, we are recommending a change in H.R. 
8916 which would exclude from deposit liabilities in reports of con- 
dition drafts drawn on Federal Reserve banks. With this change, 
all drafts would be excluded from deposit liabilities for assessment 
purposes as under existing law and would continue to be insured. 

3. Funds held to meet outstanding acceptances are now insured 
deposits but are not subject to assessment, whereas the report. of condi- 
tion does not treat them as deposits but as prepayment of customer's 
liability. 

Under the proposed amendments funds held to meet outstanding 
acceptances will be included as deposits in the report of condition 
and the assessment base and will be insured, unless under the contract 
they constitute a prepayment of the customer’s liability for outstand- 
ing acceptances. 

4. Letters of credit and travelers checks issued for money or its 
equivalent are now insured and subject to assessment, whereas the 
report of condition includes only such instruments issued for cash. 
Under the proposed amendments, letters of credit and travelers checks 
issued for money or its equivalent will be included in deposits in the 
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report of condition and the assessment base and will be insured. It 
is the consensus of the three Federal bank supervisory agencies that 
the present instructions for preparation of reports of condition should 
provide that letters of credit and travelers checks issued for money 
or its equivalent should be reported as deposit liabilities. 

5. Cashier’s or other officer’s checks which are not issued for money 
or its equivalent, but are issued for the bank’s own purposes, such as 
in payment of its expenses or in the purchase of securities, are not 
now insured or subject to assessment but are required to be reported 
as deposit liabilities in reports of condition. 

Under the proposed amendments, cashier’s and other officer’s checks 
issued for money or its equivalent will continue to be insured and 
reported as deposit liabilities. Such checks which are not issued for 
money or its equivalent, but are issued for the bank’s own purposes, 
will be included as deposits in the report of condition as now required, 
and again in the assessment base, and will be insured. 

This last-named difference, inclusion of officer’s checks issued for 
the bank’s own purposes, probably needs some explanation of why 
such items should be insured and subject to assessment. 

We believe there is a very logical reason for classifying as deposits 
officer’s checks issued for a bank’s own purposes and insuring them 
within applicable limits the same as other officer’s checks. 

Officer’s checks issued for money or its equivalent are now insured; 
officer’s checks issued in payment of the bank’s expenses are not now 
insured, yet neither one is identified when issued as being either 
insured or noninsured. It would be a rare instance where even the 
first holder of such a check would know that it is not insured, and 
certainly a subsequent holder without prior inquiry could not know. 
It is almost a certainty that any holder of such a check believes it to 
be insured. 

Cash collateral, which is not now subject to assessment although 
insured, would be required under this bill to be reported as a deposit 
liability in the report of condition and consequently will be subject to 
assessment. 

There has been some lack of uniformity among the banks in report- 
ing cash collateral in their reports of condition—that is, some banks 
have been reporting certain types of cash collateral as deposit liabilities 
while others have been reporting such items as “Other liabilities.” 
It is the consensus of the three Federal bank supervisory agencies that 
the intent of the instructions is, and has been, that all cash collateral 
should be reported as deposit liabilities as provided in this bill. The 
Federal Reserve Board has recently issued an interpretation reaffirm- 
ing prior instructions for reporting these items as deposit liabilities. 
Classification of this type of account as between “deposit liabilities” 
and “other liabilities” depends entirely upon the terms of the contract 
and not upon the manner in which it is handled on the books. 

The report of condition form now used will be continued with minor 
changes consisting of three information figures for assessment pur- 
poses which will not have any effect on the aggregate balances usually 
reported in the report of condition. These minor changes are neces- 
sary to provide information of the amount of unposted items charge- 
able to depositors’ accounts in the reporting bank which had been 
credited to other depositors’ accounts in the same bank or paid out ; to 
provide information of deposits received at one office of a bank for 
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credit to a depositor’s account at another office of the bank ; and infor- 
mation as to the amount of uninvested trust funds held in the reporting 
bank’s trust department. 

Present instructions for the preparation of reports of condition per- 
mit, but do not require, the inclusion of uncollected items in reporting 
the net amounts of reciprocal balances, whereas under these proposals 
it will be required that uncollected items applicable to such accounts 
be included in both the “due to” and “due from” accounts between 
banks before determining “net” reciprocal balances. It is believed 
that this will remove one of the seukhenia under the present act by 
ermitting the use of book balances instead of computing collected 
Ledeen. 

Under the proposed legislation the present assessment rate of one- 
twelfth of 1 percent per annum will be continued. The assessment 
base will be the amount of the bank’s liability for deposits, as reported 
in its reports of condition, plus (1) the amount of uninvested trust 
funds held in the bank’s own trust department, and plus (2) the 
amount of any deposits received in any office of the bank for deposit in 
any other office of the bank located im any place where deposits are 
insured, except those which have been included in deposits in the 
report of condition, and less (1) the unposted items drawn on and held 
by the reporting bank and chargeable to deposit accounts, and less 
(2) deposits accumulated for the payment of personal loans and 
included in reported deposit liabilities. The semiannual assessment 
would then be computed by taking the average of the assessment. base 
for the two dates on which the reports of condition are required in 
each 6-month period reduced by 1 percent of the average of time and 
savings deposits and 1624 percent of the average of demand deposits, 
and multiplying the remainder by one twenty-fourth of 1 percent. 

Provision is made for the elimination from reported deposit liabili- 
ties for assessment purposes of unposted debits to depositors’ accounts 
which, under a bank’s bookkeeping procedures, would not be charged to 
its depositors’ accounts until later, and for accumulated repayments of 
personal loans which, under the bank’s bookkeeping procedures or in 
compliance with State requirements, would not be applied in payment 
of the loan obligations until later. 

The banks will be required to submit two certified statements each 
year showing the amount of assessments due for each semiannual 
period. These will be submitted between July 1 and July 31 for one 
period, and between January 1 and January 31 for the other period. 
Every item to be used in the computation of the assessment will ap- 
pear in the regular reports of condition except the percentage deduc- 
tions. 

During the course of further studies in early 1957 of the effect of 
a percentage basis of deduction instead of the present (aa) and (bb) 
methods prescribed by section 7 of the Federal Deposit Insurance Act, 
computations were made for substantially all insured banks for the 
calendar year 1956. Based upon deductions of 1624 percent from 
demand deposits and 1 percent from time and savings deposits, we 
found 1,461 banks that would have had gross assessment increases. 
Of these banks, 232 would have had gross increases of $1,000 or more, 
with 20 banks having gross increases in excess of $25,000, and ranging 
up to about $250,000 for 1 bank. 








24 FEDERAL DEPOSIT INSURANCE ACT 

In the light of these results, computations were made to ascertain 
the effect on the insurance fund and on individual banks of various 
credit participations in excess of the present 60 percent. credit. It 
was concluded that a credit to the banks of 6634 percent of net assess- 
ment income could be justified, but that such a rate is as much as the 
Corporation can recommend. 

Based on computations of a credit participation of 6624 percent 
of net assessment income, we have found only nine banks that would 
have had an aggregate increase in net assessments over the 4- -year 
period 1956-59, these ranging from a total of $433 to a total of 
$23,580, or from an annual aver: age of a little over $100 to an annual 
average of less than $6,000. 

Comparisons of actual gross assessments for the 8 years 1951 
through 1958, with the estimates of gross assessments on the basis of 
deductions of 1624 percent and 1 percent, show that gross assessments 
for the 8 years would have been $52,047,000 less for an annual average 
decrease of $6,506,000. 

If we were to use the deductions of 1624 percent and 1 percent but 
retain the present 60 percent credit, a comparison of net. assessments 
with actual net assessments for 1951-58 and the annual average for 
those years would show : a of $20,819,000 for the 8 years for 
an annual average of $2,602,000. With a 6624 percent credit, as pro- 
posed, net assessments w see have been decreased $90,950,000 for the 
8 years for an average annual decrease of $11,368,000. 

This discussion of the effect. the proposal would have had on the 
assessment income of the Corporation over the 8-year period naturally 
brings to mind the question: “How large is the deposit insurance fund 
and how large should it be?” 

At December 31, 1959, the fund, built up entirely from assessments 
on insured banks and income from investments, was equal to 1.47 per- 
cent of estimated insured deposits and 0.84 percent of total deposits 
in insured banks. Our studies and research indicate that the amount 
of the fund should not be gaged on dollars alone but rather on the 
ratio of the fund to total deposits. It is our opinion that no increase 
in the assessment credit in excess of 6624 percent should be considered 
until the fund shall equal 1 percent of total deposits. 

Projections of the income, operating expenses, and losses of the 
Corporation through 1970 indicate that a ratio of 1 percent would 
be attained under the present law about 1965 or 1966; and under the 
proposed law, about 1968. 

In greater detail, these projections and fund comparisons may be 
stated as follows: 
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(Thousands omitted) 
1966 1968 1970 
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Some advantages of the proposed plan may be summarized as 
follows: 

1. Eliminates one set of complicated rules, regulations, instruc- 
tions, and interpretations for banks to follow and for the Corporation 
to administer. 

2. Assures attention of top-ranking bank officer te preparation 
of the report on which the assessment would be based. 

3. Eliminates need for banks to maintain special records for assess- 
ment purposes. 

4. Would eliminate the need for most field assessment audits. 

5. Would result in substantial savings of time and expense for 
most banks and the Corporation. 

6. Assessment base of all insured banks would be substantially veri- 
fied without additional cost, as bank examiners now review all re- 
ports of condition during the course of regular examinations. 

: 7. Would result in greater uniformity of reporting assessment 
ase. 

About the only disadvantages to the plan that we see are: 

1. The difference to individual banks varies, resulting in gross as- 
sessment increases to some banks and decreases to others, but less than 1 
percent of all banks are faced with a possible comparative net in- 
crease. However, most banks would save on operating expenses in- 
curred in maintaining assessment records and preparing eertified 
statements under present requirements. This saving in operating costs 
may very well fully compensate the few banks which might pay an 
increased assessment under this proposal, 

2. State nonmember banks would have to prepare and file with the 
Corporation four reports of condition each year instead of two; how- 
ever, nonmember banks in 30 States and the District of Columbia file 
four reports of condition each year as of the same dates as member 
banks; and in two other States nonmember banks also file four reports 
a year although the same dates are not always used. 

Every insured bank has had the opportunity to become familiar 
with the provisions of this bill and to make comparisons of its effect 
on their operations and comparisons of assessments under its terms 
with assessments under the existing law. This was accomplished by 
a letter from Mr. Wolcott to every insured bank in September 1959, 
which he has placed in the record. 

The response to his letter was not voluminous, thus indicating 
to us a general acceptance of the proposals. About 125 letters were 
received more or less enthusiastically endorsing the proposal. On the 
other hand, some 20 to 25 letters were ro oa from banks objecting 
to parts of the proposals. Letters stating some objections and other 
proposals were received from clearinghouse associations in four 
cities. 

These proposals have also been presented in detail and discussd 
with various banking organizations. It appears significant that this 
bill has the support of the American Bankers Association and has 
been endorsed by the National Association of Mutual Savings Banks 
and the executive officers of bankers associations of several States. 

So far in my discussion of the bill I have mentioned three changes 
in H.R. 8916, which the Corporation recommends with the concur- 
rence of the other two Federal banking agencies. 
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They would (1) authorize a majority of the three banking agencies 
to fix the dates of reports of conditions; (2) continue the authoriza- 
tion of our Board of Directors to prescribe deposits, and (3) treat 
drafts on Federal Reserve banks the same as other bank drafts. 

I would like to briefly discuss five other changes which we con- 
sider desirable. | 

H.R. 8916 provides for the definition by joint action of the three 
banking agencies of the terms “eash items” and process of collection,” 
and for the classification by such joint action of deposits as “time,” 
“savings,” and “demand” depesits in connection with reports of con- 
dition required for the computation of assessments. 

The Board of Governors has recommended a change in the bill to 
authorize the Board of Directors of the Federal Deposit Insurance 
Oerporation to make such definitions and classifications after con- 
sultation with the two other agencies, which is the same procedure as 
that recommended for prescribing deposits by general usage. 

The definition and classification of these terms also relate pri- 
marily to the assessment of deposits which is the function and re- 
sponsibility of the Federal Deposit Insurance Corporation. Such 
consultation would adequately protect the interest of the Comptroller 
of the Currency and the Board of Governors with respect to reports 
of condition. 

The Comptroller and the Corporation concur in this recommenda- 
tion. 

H.R. 8916 provides a perjury penalty for the willful submission of 
false reports of conditions, while false certified statements would be 
punished under the false entry provisions of section 1005 of the Fed- 
eral Criminal Code (18 U.S.C. 1005). The Department of Justice has 
recommended that. H.R. 8916 be changed so that said section 1005 
would be utilized in prosecutions for both false reports of condition 
and false certified statements. Inasmuch as the Department of Jus- 
tice has the responsibility of prosecuting Federal offenses and con- 
siders section 1005 as more appropriate in prosecutions for willful sub- 
mission of false reports of condition and false certified statements, the 
Corporation concurs in its recommendation. 

The Comptroller of the Currency and the Federal Reserve Board 
also eoncur in this recommendation. | 

The next change in H.R. 8916 that we recommend is for the pur- 
pose of clarifying the third paragraph of the definition of the term 
“deposit” to melude a provision to make certain that a credit to a 
special-purpose account not only for money received or held by a 
bank but also for the equivalent of money received or held by a bank 
constitutes a deposit liability, as under the existing Federal Deposit 
Insurance Act and regulations. 

The receipt by a bank of the equivalent of money does not, in itself, 
necessarily create a deposit liability but the credit given therefor does 
create a deposit lability. For instance, when a bank receives a prom- 
issory note and holds it as security for an obligation to the bank, there 
is no deposit liability ; however, if the bank purchases that promissery 
note and gives credit for the purchase price thereof, a liability is 
created which is a deposit. 

Another change we recommend in H.R. 8916 is one to clarify the 
computation of the assessment base. In calculating the assessment 
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base, provision is made for certain additions to and subtractions from 
the deposit liabilities reported in reports of condition. 

In the reports of condition deposits are required to be separated 
between— 

(1) time and savings deposits, and 

ta) demand deposits, because provision is made for different 
percentage rates of deduction from these two classifications of 
desposits. 

This change would provide that additions to and subtractions from 
reported deposit liabilities be made to and from like items, or, if no 
separation 1s made, then to and from the least advantageous items 
to the bank. 

The only other change recommended is one to fix the effective date 
for the change in the assessment credit to conform to the effective 
date of the bill. 

Before concluding this statement and with your permission, I would 
like to comment briefly on some of the proposals made by others in 
connection with this bill and to summarize the conclusions reached by 
us after their full consideration. 

Statements have been made that the standard deductions of 1634 
percent and 1 pereent from demand deposits and time deposits, re- 
spectively, are not equitable; that the float of some banks is higher 
and some lower than these allowances; and therefore variable rates 
should be provided for banks in different locations or of a certain size, 
or that the preposed method of assessment computation should be 
added as a third alternative to the present two alternatives. 

We recognize that the standard percentage deductions do not rep- 
resent the exact float ratios of every insured bank nor could these or 
any other rates possibly do so, We do know that these rates will result 
in some deduction in the overall assessments the Corporation will 
receive and will benefit a susbtantial majority of all banks, including 
many large banks as well as small ones. 

As for adding the proposed method of computation as a third alter- 
native, we are emphatically opposed to such a proposition. Instead 
of simplifying the administration of the act and eliminating a full 
set of regulations, rulings, and interpretations it would only put an- 
other layer of supervisory dictum on top of present necessity. It is 
understandable that banks, particularly the larger ones, want to retain 
the present (aa) method which permits them to multiply by two the 
amount of items in process of collection on a base day, including all 
local items which in no event require more than 1 day for collection. 

Furthermore, to add this method to the present alternative methods 
would permit the choice between two estimates of float. The third or 
(bb) method is the more accurate method for computing actual float 
and is used by a comparatively few banks. Instead of gaining simpli- 
fication there would be introduced so many complications the Corpo- 
ration would have to increase personnel for the purpose of verifying 
and auditing assessment computations. 

Suggestions have also been made that the proposed assessment 
credit of 6624 percent be increased to 75 percent or 90 percent or 
“substantially.” In my earlier remarks, I have stated that we have 
made various projections of the insurance fund and, although we 
think we can reasonably justify an increase of 66%4 percent, we just 
as strongly feel the credit should not go above this rate at this time. 
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Suggestions have also been made that assessments should be com- 
puted only on insured deposits. 

Except for the period of the temporary Federal deposit insurance 
fund from January 1, 1934, to August 23, 1935, the Congress has fixed 
the assessment base as being the total deposit liabilities less various 
deductions and exclusions. 

Obviously, if the assessment base were to be predicated on insured 
deposits, the assessment rate of one-twenlth of 1 percent would have to 
be substantially increased (it was one-half of 1 percent under the 
temproray fund), and just as obviously the greatest burden of con- 
Sg to build the fund would fall on the great number of smaller 

anks. 

Other suggestions have been received advocating the exclusion of 
this or that item from the assessment base, either on the basis that it 
is not now subject to assessment and/or reserve requirements of the 
Federal Reserve banks, or for some other reason. 

The suggestions for change in the proposed bill which have prob- 
ably consumed more time through their consideration than any others 
are those for the removal from the definition of deposits, and there- 
fore from assessment, of cash collateral, particularly the so-called 
dealers’ reserves, and payable at or payable through items. We still 
adhere to our conclusions that they are properly defined as “deposits” 
in this bill. 

I have previously referred to “dealers’ reserves” in this statement, 
and have attempted to point out that the inclusion of such items in the 
definition of the term “deposit” is not new and that such items will 
not become subject to Federal Reserve bank reserve requirements as a 
result of this bill. They simply continue to be subject to those re- 
serve requirements as consistently held by the Federal Reserve Board 
since 1942. 

Neither is there any difference of interpretation between the Federal 
Reserve Board and the Corporation. We and the Federal Reserve 
Board simply say that the terms of each contract determine whether 
the transaction results in a “dealers’ reserve” account subject to re- 
serves and assessments or in a “dealers’ differential” account not sub- 
ject to reserves or assessments. 

The same is true of the “payable at” or “payable through” items. 
If under the agreement between the bank and its customer the bank 
has the right to immediately charge the account of the customer, then 
it may be so charged; if there is no right of immediate charge under 
the agreement, then the bank may not make an immediate charge to 
the account. 

These several suggestions have also been considered by the Legis- 
lative Committee of the American Bankers Association. After due 
consideration they unanimously endorsed the proposed legislation, 
H.R. 8916. 

That concludes my statement, Mr. Chairman and gentlemen. 
Thank you very much. 

Mr. Brown. Weare very glad to have your statement. 

I notice you suggested a number of amendments since the bill was 
introduced. I would suggest that you prepare those amendments for 
the committee. 

Mr. Lorrrtirr. Yes, sir; they have been submitted to the committee. 

Mr. Brown. Are there any questions? 
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Mr. Barr. Mr. Chairman. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I have a question here on the size of this fund. 

The one thing that concerns me about the financial condition of the 
United States is the amount of contingent liabilities we have laying 
around and under the original legislation you have the authority to 
go to the Treasury for $3 billion in extraordinary emergencies, is that 
correct ? 

Mr. Lorrrter. Yes. 

Mr. Barr. The Director of the Budget has been making a lot of 
noise about these contingent liabilities. Now, do you need this $3 
billion authority ? 

Mr. Woxcorr. Unfortunately for the economy of the Nation there 
have been no actuarial data by which we can judge whether we need 
a larger fund or we can get along with a smaller fund. 

Until that time, we feel we should build our reserve to at least 1 
percent of liabilities. 

Mr. Barr. I agree. I was wondering whether we could change 
that portion of the act and withdraw the authority to turn to the 
Treasury for $3 billion. I would be happy if we could strike down 
one contingent liability of the United States. ] 

Is the fund that large, is the Corporation that sound, or do you need 
that $3 billion on the Treasury in your hip pocket ? 

Mr. Worcorr. Of course, we never think that we will ever have to 
call upon the Treasury for that fund, but as you suggest, it is a con- 
tingent liability. 

Mr. Barr. It is a contingent liability of the United States we are 
discussing now, not of the Corporation. 

Mr. Wotcorr. Now, we may have other contingent liabilities none 
of which is as important factually and none are as important 
psychologically as the existence of this fund. 

Mr. Barr. I agree. That is why I was wondering if the Corpora- 
tion would have objection to changing the act to strike down this con- 
tingent liability. 

Mr. Wo corr. I think we would have objection. 

Mr. Cocke. The Chairman of the Board referred to the Comp- 
troller General’s reports for 1956, 1957, and 1958, where there is set 
out the report to the House and the Senate, that it is impossible at 
this time dus to the varying economy from year to year to make an 
actuarial fact, develop an actuarial fact of this nature as to the fund 
in so many dollars. These questions have been asked of the banks 
actuarial people, as well as the Comptroller, and the Fed. It is an 
indeterminate figure. We feel that the approach of 1 percent is some- 
thing to work toward and then look at it again if you please. 

Now, I want to say one other thing which has been brought out by 
Congressman Multer and others, particularly Chairman Kimbrell of 
the Legislative Committee of the ABA, the assets of the banks them- 
selves, capital, surplus, undivided profits, securities, good loans, and 
so forth, secured loans, are continuing to increase materially. 

This fund is growing and we are pleased with that. We state that 
our income from investments that goes entirely into the fund, 8 years 
ago was $28 million a year and last year was $59 million a year. It 
is something that you have to continually follow and it is too early at 
this time to give an answer to your question. 
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I think the economy of the country might be jeopardized. 

Mr. Barr. Mr. Chairman, the reason I asked that question is, I just 
returned from my congressional district and the Director of the 
Budget has made a statement to the effect that the national debt of 
the United States is $750 billion. 

_ Now, the Treasury says it is $290 billion, but the Director says it 
is $750 billion and everywhere in my district they were jumping me on 
the debt of the United States being $750 billion. 

Now, the Director is including in that $750 billion item these con- 

tingent liability items and this is one of them, the $3 billion authority 
you have from the Treasury. 
_ You have had a magnificent experience, but the question I am ask- 
ing is, Can we eliminate contingent liability? There is serious con- 
cern about the notes being endorsed by the United States all over the 
country. 

Mr. Cocke. I would say not without potential jeopardy at this time. 
We might not have another 1932. I hope we don’t. If we had another 
1874, we would have to call on that fund. 

Mr. Barr. Well, do you see my point ? 

Mr. Cocke. Wait just a minute. I think in my opinion we could 
handle an 1893, handle a 1920, but I question seriously if the existing 
fund with the $3 billion call on the Treasury could handle a 1932, 
which I think, due to the discretion of you getitlemen, you reset the 
economy to a certain extent that in our lifetime we will never again 
have a 1932. 

You had peculiar conditions back in 1924. 

Mr. Barr. Well, the Director has stirred up a storm on these con- 
tingent liabilities throughout the United States. 

Mr. Cocks. I agree. 

Mr. Barr. Is there any reason for cutting that assessment? Should 
you be working toward a place where we can eventually strike this 
contingent liability? Should we be working toward $65 billion in your 
fund if we are going to keep the authority to turn to the Treasury? 

Mr. Lorrrier. Well, of course—— 

Mr. Barr. I had lunch with the Secretary of the Treasury the other 
day and he was pointing out the strained financial condition that this 
country is in and these are birds that can all come home to roost on 
the United States. We are talking about the credit of the United 
States and not about the commercial banks. That is something to 
work into. 

The point I am making, Mr. Wolcott, is, Shouldn’t you be driving 
toward an eventual fund of $5 billion in 1970 and eliminate this con- 
tingent liability that your Corporation has against the Treasury and 
stand on your own feet ? 

Mr. Woxcorr. Mr. Barr, should I suggest that you would be very 
much interested in reading a survey—we are constantly working on 
it—a study on the size of the fund which is contained in our 1957 
annual report. I think it is the most comprehensive analysis of the 
fund which has ever been made and we are working on that all of the 
time with the idea that we bring it up to date. 

Now, I think to take away the authority for the Corporation, when 
necessary to go to the Treasury of the United States Br that $3 bil- 
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a psychological effect, as to raise doubts as to the stability of our 
economy. 

Now, the Treasury, I am sure, would be very much imterested in 
that. 

Mr. Barr. I would be very interested. I think it would be very in- 
teresting—as I say, I didn’t bring up this issue; it hit me right in the 
teeth when I went home. Believe me, people are excited about this 
contingent liability. The United States keeps signing promissory 
notes for this and for that—they have signed one here to your Cor- 
poration ; in othet words, it is payable on demand. 

Now, in view of that, that is the reason I ht up the question 
as to whether we could give up the authority. If we can’t, perliaps 
we should shoot for $5 billion in your reserve rather than $2 billion. 

Mr. Wotcorr. I doubt very much that we can safely give it up and 
it wouldn’t make any difference whether it was cut: to two or increased 
to five. 

I say that because we don’t know—if we have a crash we don’t 
know whether 1 percent would do the job; we wouldn’t know whether 
5 percent would do the job. Applying that to dollars, we don’t know 
whether $3 billion would do the job or whether $5 billion would do 
the job—whether it would be adequate. 

Mr. Barr. For 1970 you have a projected fund of $3,705 million. 
What I am getting at is—this program, perhaps, we can shoot for 
enough more in this fund to knock out this contingent lability and 
make it unnecessary. 

Mr. Wotcorr. But the interesting part, as I see it, Mr. Barr, is in 
1970 when we reach this $3 billion fund it will only be 1 percent of 
our liabilities. 

Mr. Barr. Well, you will have another 1 percent draw on the 
Treasury. 

Mr. Wotcorr. Yes. 

Mr. Barr. I wonder if it would be possible to have a statement from 
Mr. Stans. He brought up the issue; and I would be very interested 
in hearing what he has to say about this contingent liability. 

Do you think we could have a statement from him about it? 

Mr. Wo tcorr. I am sure I don’t know. We have never talked to 
him about it. 

Mr. Barr. I think it should be included in this record. 

Mr. Wotcorr. I think Mr. Stans, before he makes that statement, 
should confer with the White House and the President’s Economic 
Advisers because I think the recommendation that that dragdown, as 
we call it, if decreased even slightly, would have a serious effect. 

Mr. Barr. Well, I didn’t raise the issue. 

Mr. Wotcorr. I know. I read it in the paper. 

Mr. Barr. I think the record should show very clearly how he feels 
about this. He is evidently disturbed. They call this back-door 
financing, as you are well aware. It is an approach to the Treasury. 
I happen to think I am fairly conservative in fiscal affairs and it goes 
against my grain. 

Mr. Woxcorrt. I have read of this in the papers and the statements 
that have been made and so forth and [I think that this started in a 
speech that Mr. Stans made up in New York. 
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Mr. Barr. That is correct, and it was later reprinted in the Reader’s 
Digest and it is available in reprints and I must have 500 in my 
office right now. 

Mr. Wotoorr. When he was talking about contingent liability, 
frankly I didn’t consider our $3 billion dragdown from the Treasury 
as a contingent liability in the terms in which he was using it. 

Mr. Barr. How would you define it if it is not a contingent liability ? 

Mr. Wotcorr. Well, I thought he was talking more about the exten- 
sion of contractual liabilities. 

Mr. Barr. I would define this as a contractual liability, wouldn’t 
you, sir; a potential contractual liability ? 

Mr. Wo corr. I guess probably you could technically do that. 

Mr. Cocks. Would you allow me one second? 

Mr. Barr. If you will excuse me, I think this Corporation has been 
magnificently run; it has been a wonderful idea, but I get back to this 
contingent liability. 

Mr. Cocke. But I believe you agree with me that the biggest ad- 
vantage of the Federal Deposit Insurance Act has been the psychology 
on the people of the United States. It is not the amount involved, 
it is the psychological effect. If anything disturbs that psychological 
effect our economy, our Government, our people ara suffer—and 
materially. 

Mr. Barr. Right. As I say, I get a little perturbed, when I go 
back, to hear about socialistic trends, back-door financing. This is 
what we hear in the States, and I am upset to have this association 
coming in on back-door financing, contributing to the financial in- 
stability of the United States. I just wonder if perhaps this would 
be a place to stop. 

Mr. Woxcorr. I think you and I would like to talk about a good 
many things, Mr. Barr. 

Mr. Barr. You can see I was rubbed when I was back in 
Indianapolis. 

Mr. Woxcorr. For a good many years I was charged with seeing 
socialistic ghosts in this committee room. 

Mr. Barr. I think Mr. Stans’ views on the subject might be inter- 
esing if he is going to make speeches. 

r. Brown. Any other questions? 

Mr. Mouurer. Mr. Chairman, it is now 12 o’clock. 

Mr. Brown. We will go ahead. 

Mr. Moorhead. 

Mr. Moorneap. Mr. Wolcott, in your statement you said the en- 
actment of this bill would reduce the cost to the Corporation in 
administering the law. Have you made any estimate of the amount 
of reduction of the cost of administration? 

Mr. Loerrier. If I may answer, Mr. Moorhead; yes, we have. We 
estimate it will be well in excess of $500,000 a year operating ex- 
penses of the Corporation, pretty close to $600,000 a year, that is 
through reduction in staff and our field audits. We send auditors 
throughout the field to audit the assessment reports that the banks 
have prepared, and through that reduction in salary and travel cost 
which, of course, is very extensive, since they are traveling practically 


a hundred percent of the time, our estimate is between a half million 
and—well, we will put it right at $575,000, being between five and 
six hundred thousand dollars. 
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Mr. Moorueap. Is that figure of savings included in your projec- 
tions of the size of the fund over the years? 

Mr. Lorrrier. Well, in reaching my projections, no; because as 
you know in making projections of any kind it is pretty much of a 
crystal-gazing thing. You first find what your past experience has 
been. Then you allow for percentage increases, I tried in these pro- 
jections to be on the conservative side and instead of taking big lumps 
out of the operating expenses, I took what they had been running in 
1956 and 1957 and then added to that a percentage for increase up 
until it got to the point where I thought it was just all out of reason, 
so then I cut down on the thing; and let me say, too, I would like 
you gentlemen to understand these projections are based on what 
past experience has been. 

Now, if we retain or have in the future substantially the same ex- 
perience over the next 10-year period, then I think we will come out 
yretty much this way. Actually, I think on that basis the fund will 

larger than is projected here because I have taken what I consider 
to be a very conservative approach; that is, rather than cut down, 
I have upped operating expenses and have losses in these projections, 
I have held down the income from investments. I believe another 
thing of interest to you in considering this increased rebate is that 
when the 1950 act was enacted, our income from investments in Gov- 
ernment obligations was about $27 million a year. Now, in 1959 it 
was $58 million. Now, that is a $31 million increase in income, as 
compared with what it was at the time the 1950 act was adopted. 
on of course, as these funds grow the investment account grows 
with it. 

Mr. Moorneap. Thank you, Mr. Loeffler. 

Mr. Brown. Can you come back at 2 o’clock this afternoon, Mr. 
Loefiler ? 

Mr. Loerrier. Yes, sir. 

Mr. Brown. I understand Mr. Kimbrel has to leave this afternoon, 
and I will ask him to come around now and present his statement. 
Mr. Kimbrel is a constituent of mine, an outstanding banker and a 
fine citizen. We are glad to have him, with Mr. Brumbaugh, for- 
merly a member of this committee. We are glad to have you also. 

You may proceed now. 

Mr. Motrer. I think before he proceeds we should say that you 
have a good constituent but he has a good Congressman. 


STATEMENT OF M. MONROE KIMBREL, EXECUTIVE VICE 
PRESIDENT, FIRST NATIONAL BANK, THOMSON, GA. 


Mr. Kimprext. Congressman Multer, I was hoping you would let 
me say that. 

I believe you gentlemen paid tribute to my wonderful Congressman 

last. week as he observed his 80th birthday, and I think that the news- 
papers down in Georgia took considerable note of that. All of the 
arger newspapers dedicated editorials to him, and all of the news- 
papers in his district also paid tribute to a wonderful Congressman, 
not only because he had served many years in the Congress but be- 
cause of the effective service he had been rendering his district. 

I would like to add to that tribute this morning that those of us 
in the 10th Congressional District of Georgia are real proud of our 
Congressman. 
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Mr. Brown. So far, you have been an excellent witness. 

Mr. Kimepret. Mr. Chairman and gentlemen of the subcommittee, 
for the record my name is M. Monroe Kimbrel. I am executive vice 
president of the First National Bank of Thomson, Ga. I am also 
chairman of the Committee on Federal Legislation of the American 
Bankers Association, and it is in this capacity that I appear today to 
present the views of the association on H.R. 8916, Fi § is designed 
to provide for a simpler method of determining assessments under 
the Federal Deposit Insurance Act. 

Let me say at the start that the American Bankers Association 
gives its full support to this bill. I will not discuss the bill in detail, 
as an explanation of its provisions has been ably presented to you by 
Chairman Wolcott and will be amplified by Mr. Loeffler of the FDIC. 
However, the committee on Federal legislation and the interim com- 
mittee of the association have given the bill careful study. These are 
the committees charged with the responsibility of considering pro- 
posed Federal legislation and they unanimously favor the enactment 
of the bill. The executive committees of the State bank division and 
the National bank division and the Federal deposit insurance com- 
mittee likewise have endorsed the bill. 

We are cognizant of the fact that a few banks have objections to 
the bill but we recognize that it would be extremely difficult, if not 
impossible, to devise a formula which would not change the relative 
impact of the assessment on individual insured banks. Necessarily, 
a few may consider that they are affected inequitably due to the dif- 
ferences in size, nature of their banking operations, and other factors. 
However, the FDIC has assured us that under the proposed formula 
only a fraction of 1 percent of the insured banks would have their 
net, assessments increased. Therefore, the proposed formula should 
be beneficial to an overwhelming majority of the insured banks, par- 
ticularly the smaller ones. 

The greatest advantage to be derived from the use of the new for- 
mula, in our opinion, is the saving in time and expense to the insured 
banks. They will be able to use, in computing their assessments, the 
same records they now use in preparing their call reports. The more 
complicated computations involved in arriving at the float deduction 
and other deductions under the present formula will be eliminated. 
Since the FDIC will be able to dispense with most assessment audits, 
the inconvenience and interruptions of the regular work and duties 
of bank personnel occasioned cs such audits will be eliminated. In 
addition, the discontimuance of assessment audits should make possible 
a substantial reduction in the auditing force of the FDIC with a 
considerable saving of expense to the Corporation. There will doubt- 
less be other advantages flowing from the adoption of the new 
formula. 

While only a handful of banks will have their net assessments in- 
creased, a greater number may have a larger gross assessment as a 
result of the new formula. However, the proposed increase in the 
assessment credit from 60 to 6624 percent of net assessment income 
should offset the difference between the present assessment liability 
and the prospective assessment liability of these banks. 

It appears evident. that the modest increase in the assessment credit 
to the insured banks provided in this bill will still leave the Corpora- 
tion with a substantial amount of assessment income to be added 
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annually to the insurance fund. In addition, the fund will be aug- 
mented by the investment income of the Corporation, which in 1959 
amounted to more than $57 million, and which can be expected to grow. 

We note that Mr. Wolcott in his testimony estimates that, even with 
the changes proposed in this bill, the insurance fund will have reached 
a ratio of 1 percent of the total deposits of insured banks prior to 1970, 
and that the Corporation believes that at that time Congress may want 
to take another look at the assessment formula, to determine whether 
or not the continued growth of the fund, at the rate provided by these 
proposals, is in the best interests of the banking economy, 

It has been the position of the American Bankers Association for a 
number of years that a substantial increase in the assessment credit 
is warranted and should be authorized. We have so testified before 
the full committee. We believe that the loss experience of the Corpo- 
ration, the composition of bank assets and the ratio of the bank’s capi- 
tal funds to deposits may be more significant factors than the ratio 
of the insurance fund itself to the total deposits of the insured banks 
in determining what should be the rate of growth of the fund. There- 
fore, we would hope that, even prior to the time the ratio of the fund 
to the total deposits of the insured banks reaches 1 percent, Congress 
would again review the assessment formula to determine whether, in 
consideration of these other factors, a further increase in the assess- 
ment credit to the insured banks might be justified. 

In conclusion, I wish again to state that the American Bankers 
Association is fully in accord with the proposals contained in H.R. 
8916 and to urge that the bill receive your favorable consideration. 

Mr. Brown. I want to congratulate you on a fine statement. 

Are there any questions? 

Mr. Muurer. Could we hear Mr. Brumbaugh first and then ask 
questions ? 

Mr. Brown. All right, Mr. Brumbaugh. 

Mr. Brumbaugh was a member of this committee for many years, 
and we are glad to have him back. 


STATEMENT OF D. EMMERT BRUMBAUGH, PRESIDENT, FIRST 
NATIONAL BANK OF CLAYSBURG, PA. 


Mr. Brumpaucu. Mr. Chairman, I too wish to congratulate you 
on your 80th birthday. 

My name is D. Emmert Brumbaugh. I am president of the First 
National Bank of Claysburg, Pa., and also chairman of the Com- 
mittee on Federal Deposit Insurance of the American Bankers Asso- 
ciation. I welcome this opportunity to make a brief statement in sup- 
port of H.R. 8916. 

Our committee was created some years ago to serve as a liaison 
agency between the member banks of the association and the Federal 
Deposit Insurance Corporation. In carrying out the committee func- 
tions, we confer periodically with the directors and staff of the FDIC 
on matters of mutual interest to the insured banks and the Cor- 
poration. 

Our committee has given H.R. 8916 careful study because it deals 
with a subject within the area of our committee’s responsibility. We 
believe it to be one of the most constructive banking measures to be 
considered by Congress in many years. 
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In these days of rising costs any method which will simplify pro- 
cedures and thus reduce operating costs is bound to be helpful to all 
insured banks. This is particularly true in the case of the small bank 
which cannot afford to mechanize its operations to the same degree as 
the larger banks and which has a limited staff to perform the func- 
tions necessary for efficient service to its customers and the public. 

We believe that H.R. 8916 merits your favorable consideration. 

Mr. Brown. Thank you. 

Are there any questions of these gentlemen ? 

Mr. Mutrer. I have just one question, Mr. Chairman. I would 
like to have the opinion of these witnesses as to how large a fund there 
should be, if they have any such figure, as a proper reserve for FDIC. 
I know over the years the American Bankers Association has urged 
that we should cut the assessment rate. They still hope that we will 
cut it. They suggest now that we review it again with a view to 
cutting it. 

I would like to have their thinking on the subject as to what they 
think the reserve fund should be for FDIC to have a sound insurance 
fund. 

Mr. Kimprev. Congressman Multer, I think that would be diffi- 
cult to determine as a specific amount. I think it would certainly be 
a relative amount, and to my knowledge the American Bankers As- 
sociation has never come up with any recommendations for a specific 
amount. However, as my statement points out, we are of the opinion 
that. because of the other protection that the assets of the commercial 
banks have today, the construction of these assets, the cash available 
in the banks, the Government securities that they own, and the large 
amount of loans that they have made that are insured or guaranteed 
by Government agencies, there is certainly a change in the type assets 
that make up the portfolios of the banks today. 

For that reason we feel the situation does not require as insurance 
protection the large fund that may at one time have been necessary. 
We believe, though, that it would have to be a relative figure, and 
change from time to time as the total assets increase and the liabili- 
ties change, and we are not prepared to give any specific dollar figure. 

Mr. Mutrer. Do I take it from that that the American Bankers 
Association has never made any comparative study as to what is con- 
sidered an actuarially sound insurance program, a comparison? We 
understand this is a unique type of insurance, but every new type of 
insurance written is unique until there has been experience had under 
it, but has any such comparison ever been made? 

Mr. Kimerev. Mr. Multer, there have been extensive studies, and 
studies are constantly being made with reference to this fund. 

Mr. Mutrer. I am sure one of the questions we are going to be 
asked somewhere along the line is why are we now again reducing the 
assessment rate, not very much, but the effective rate will be reduced 
again. We started much higher. We have cut it back to one-twelfth 
of 1 percent. Theeffective rate now is one twenty-eighth of 1 percent, 
and as Mr. Wolcott told us the effective rate will be one thirty-second 
of 1 percent under this bill. We should have some facts that we can 
give as an answer when the suggestion is made that we are impairing 
the fund by not continuing the higher rate. Should we not be in- 
creasing the rate rather than reducing the rate? 
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Mr. Kimprev. Congressman Multer, I think maybe we are taking, 
actually, a little different approach. The rate is not being changed 
at all. The base assessment rate will be the very same. There will be 
no change whatever. 

Mr. Motrrr. Suppose, then, we should say the effective rate, the 
return, or collection, or payment. 

Mr. Krmeret. All right, following that, the assessment will be the 
same, then your losses and the cost of operation will be deducted from 
that figure. It is conceivable that you would have absolutely no re- 
turn, no credit rebate to the bank because if you had losses during 
that period, and had high operating costs, you might conceivably 
have absolutely no assessment credit going back to the bank. So 
what are we saying is that rate will remain the same, the assessment 
rate will be the same as it has been; there is no change contemplated. 
From that figure you will deduct, then, the losses and your cost of 
operation, and then determine this assessment credit that is going 
back to the individual bank. And we are suggesting, of course, that 
that be increased from the present 60 percent or, rather, the corpora- 
tion is suggesting, and we certainly are endorsing, that it be in- 
creased from the present 60 percent to 6624 percent. 

Mr. Muvrer. That is increasing the credit ? 

Mr. Kimpret. Yes. 

Mr. Murer. Which ordinarily would reduce the amount of return. 
The income received by the Federal Deposit Insurance Corporation as 
net. payments by the banks is necessarily reduced when you increase 
the credit; isn’t that so? 

Mr. Kimprev. Yes, the net would be. 

Mr. Mvuurer. And that is what we are concerned about when we 
ask whether the FDIC will continue to be sound. We know they 
have investments which, of course, we expect will continue to be good, 
and will pay a return. That is quite apart from the receipts they 
receive by way of assessments from the banks. 

Now, that income that they get from the banks by way of assess- 
ment after the credit has been applied against the rate is the money 
with which it is going to continue to increase the insurance fund 
or the reserve fund, and we also have a right to anticipate in a coun- 
try like ours that is going to grow that the bank deposits are going 
to grow. Soas the fund grows there is going to be more money that 
is being insured. 

That is so, is it not? 

Mr. Kimpreu. Indeed, and we more so than any other group are 
extremely anxious that this fund remain sound. We have a huge 
stake in it, and we are very, very anxious, but we also feel that it has 
reached and passed the point where further additions can be some- 
what reduced without Afoctitig the soundness of the fund. We be- 
lieve that the composition of banks’ liabilities are such that the in- 
surance fund today, and certainly in the foreseeable future, is at the 
point where this assessment rebate can be increased. 

I say again it is conceivable that the Corporation would keep all 
of the assessment that it receives. The rate 1s not being changed. 

Mr. Mutrer. You see, I am not urging that this bill is a bad bill. 
Tam not taking that position at all. 

Mr. Kimprev. I appreciate that. 
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Mr. Mutter. I have enough confidence in Mr. Wolcott and Mr. 
Cocke to know that they wouldn’t come in and urge this if they didn’t 
think it was a good bill, and I know that the banking community 
would not urge something that would make FDIC unsound just to 
get a slightly lower rate. I think there is enough public interest in the 

anking community to cause them to come and urge at least in this 
instance what we all agree would be good legislation, butI want to be 
prepared for the argument we will undoubtedly get or at least the 
suggestion, that unless you have some figures to show us that you are 
going to continue to keep this a sound institution, you ought not to 
reduce the rate at this time. That is why I asked you to give us the 
benefit of some comparative studies. 

Mr. Kimerext. Congressman Multer, we will be delighted to furnish 
to you, and for the record, such studies and such figures as we have 
available because we are very grateful for the confidence which you 
show now and have shown in organized banking. 

We are extremely anxious that there be no lessening of the protec- 
tion that is afforded by the Federal Deposit Insurance fund. 

Mr. Mouter. Thank you, Mr. Chairman. 

Mr. Brown. Any other questions, gentlemen ? 

You may be excused, gentlemen. 

Mr. Kimepret. Thank you very much. 

Mr. Brown. Now, for the record, without objection, I am sending 
to the reporter several letters. One from the Acting Secretary of the 
Treasury, Mr. Robbins, and one from the Chairman of the Board of 
Governors of the Federal Reserve System. Both of these officials 
state their agencies’ approval of this legislation and recommend its 
passage. 

I believe the record should also include a statement or letter from 
the Comptroller of the Currency with regard to this legislation. The 
clerk should obtain this letter from Mr. Gidney, the Comptroller. 

(The documents referred to are as follows :) 





BOARD OF GOVERNORS, 
FepERAL RESERVE SYSTEM, 
Washington, March 30, 1960. 
Hon. Pavut Brown, 
Chairman, Subcommittee No. 2, Committee on Banking and Ourrency, 
House of Representatives, 
Washington, D.C. 

Dear Mr. CHAIRMAN: We understand that your subcommittee has scheduled 
hearings for April 5 and 6 on the bill H.R. 8916, which would amend the Federal 
Deposit Insurance Act to provide a report of condition assessment base. 

The proposed report of condition assessment base would eliminate the present 
differences between the certified statement of deposits for assessment purposes 
and reports of condition. The reporting of deposits for various purposes in a 
uniform manner would be helpful to all insured banks as well as to the super- 
visory agencies. 

It is understood that the Federal Deposit Insurance Corporation is suggesting 
a number of minor and technical amendments of the bill. The Board recom- 
mends the enactment of H.R. 8916, together with the amendments being sug- 
gested by the Corporation. 

Sincerely yours, 


Wm. McC. Martin, Jr. 
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TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRDNOY, 
Washington; Aprié 8, 1960. 
Hon. Pavt Brown, 
Chairman, Subcommittee No. 2 
House Banking and Currency Committee, 
Washington, D.C. 

My Drag Mr. CHAtkMAn: Referente ts made to H.R. 8916, a bill to provide 
for a simpler method of determining assessments under the Federal Deposit In- 
surance Act, and for other purposes. 

As a member of the Board of Directors of the Federal Deposit Insurance 
Corporation, I have given careful study and consideration fo all of the features 
of the proposed bill and concur heartily in the views which aré to bé presented 
to your committee by Chairman Jesse P. Wolcott. 

Speaking as the Comptroller of the Currency, I should also like to give the 
endorsement of this Office to the proposed legislation. In our opinion its enact- 
ment will be very helpful both to the Federal Deposit Insurance Corporation 
and to insured banks, both national and State. , 

The principal purpose of the bill is to simplify the method of establishing the 
assessment base upon which the amounts of assessments are determined and 
the method of computing the assessments. As part of the simplification pro- 
cedure, the percentage of nét assessment revenué rebafed to insured banks would 
be increased from 60 percent to 6624 percent. 

Under the present alternative méthods of determining asséssments for de- 
posi€é insurance, insured banks must file with the Federal Deposit Insurance 
Corporation semiannual certified statements which are difficult and expensive to 
prepare. Moreover, there are some areas in which differénces of opinion May 
arise as to proper interpretation. It has been necessary for the Corporation to 
conduct very extensive audits to insure that the certified statements have been 
properly prepared and the assessments correctly computed. Under H.R. 8916 
assessments would be based on the average of each bank’s deposits as shown 
in two reports of condition in each semiannual period. Verification of the ac- 
curacy of the reports and of the assessment statements could be made by bank 
examiners during their regular examinations. Thus, the task both of the banks 
and of the Corporation would be simplified. 

The increase in the percentage of net assessment revenue is warranted by a 
substantial iticrease in income on the Government securities Held by the Corpo- 
ration as investments, and by the anticipation that the reserve fund will con- 
tinue to grow at a rate adequate in relation to growth in deposits of insured 
banks. 

Should H.R. 8916 be enacted it will be neeessary at the same time to enact 
certain changes in the Federal statutes applying to national banks. There is 
attached hereto a memorandum indicating the changes which we believe would 
be necessary or desirable. 

We believe that the enactment of H.R. 8916 is desirable and will have no ad- 
verse effect upon the status of the Corporation, but would be beneficial both 
to the Corporation and to insured banks. We recommend that it be given favor- 
able consideration. 

Sincerely yours, 
Ray M. Giver, 
Comptroller of the Currency. 


MEMORANDUM: RE CHANGES IN FEDERAL STATUTES APPLYING TO NATIONAL BANKS 
Wuicu SHOULD BE INCLUDED IN H.R. 8916 


Section 2 of H.R. 8916 would amend subsection (a) of section 7 of the Federal 
Deposit Insurance Act to require that each insured national bank and each 
instred district bank shall make to the Comptroller of the Currency four reports 
of condition annually, and to specify certain requirements with respect to these 
reports. Section 5211 of the Revised Statutes (12 U.S.C. 161) now requires 
that each national bank shall make to the Comptroller at least three reports 
during each year, and in other particulars this section is inconsistent witty the 
proposal contained in H.R. 8916. Accordingly, if H.R. 8916 is enacted it will be 
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necessary to amend Revised Statutes 5211. There should be included in H.R. 
8916 a new section to read as follows: 

“(a) The first paragraph of section 5211 of the Revised Statutes, as amended 
(12 U.S.C. 161), is amended by deleting the whole thereof, and by substituting 
the following two paragraphs: 

“Mach association shall make to the Comptroller of the Currency not less 
than four reports during each year as prescribed in section 7 of the Federal 
Deposit Insurance Act, as amended (12 U.S.C. 1817). Each report shall be in 
such form and shall contain such information as the Comptroller of the Currency 
may require. Such report shall be made on the dates selected as provided in 
section 7 of the Federal Deposit Insurance Act, and the deposit liabilities shall 
be reported therein in accordance with and pursuant to that section. The Comp- 
troller of the Currency may call for additional reports of condition on dates to 
be fixed by him, and may call for special reports from any particular association 
whenever in his judgment the same are necessary for his use in the performance 
of his supervisory duties. Each report of condition shall contain a declaration 
by the president, a vice president, the cashier, or by any other officer designated 
by the board of directors of the bank to make such declaration, that the report 
is true and correct to the best of his knowledge and belief. The correctness of 
the report of Condition shall be attested by the signatures of at least three of the 
directors of the bank other than the officer making such declaration. Bach 
report Shall exhibit in detail and under appropriate heads the resources and lia- 
bilities of the association at the close of business on any past day specified by the 
Comptroller, and shall be transmitted to the Comptroller within ten days after 
the receipt of a request therefor from him; and the statement of resources and 
liabilities in the same form in which it is made to the Comptroller shall be pub- 
lished in a newspaper published in the place where such association is established, 
or if there is no newspaper in the place, then in the one published nearest thereto 
in the same county, at the expense of the association, and such proof of publica- 
tion shall be furnished aS may be required by the Comptroller: Provided, That 
special reports called for by the Comptroller need contain only such information 
as is specified by the Comptroller in his request therefor, and publication of such 
reports need be made only if directed by the Comptroller. 

“Every association shall make to the Comptroller reports of the payment of 
dividends, including advance reports of dividends proposed to be declared or 
paid in such cases and under such conditions as the Comptroller deems necessary 
to carry out the purposes of the laws relating to national banking associations, 
in such form and at such times as he may require.’ 

“(b) The second paragraph of Revised Statutes 5211, as amended (12 U.S.C. 
161) is amended by deleting therefrom the word ‘three’ and substituting in lieu 
thereof the word ‘four’. 

“(e) The Act of February 26, 1881 (ch. 82, 21 Stat. 352) (12 U.S.C. 162) is 
repealed.” 
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OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, April 4, 1960. 
Hon. PAvL Brown, 
Chairman, Subcommittee No. 2, 
House Banking and Currency Committee, 
Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to H.R. 8916, a bill to provide 
for a simpler method of determining assessments under the Federal Deposit 
Insurance Act, and for other purposes. 

The Comptroller of the Currency has given careful study and consideration 
to all of the features of the proposed bill, both in his capacity as a member of 
the Board of Directors of the Federal Deposit Insurance Corporation and as an 
official of this Department. In the opinion of this Department, its enactment 
will be very helpful to both the Federal Deposit Insurance Corporation and to 
the insured banks, both National and State. 

The principal purpose of the bill is to simplify the method of establishing the 
assessment base upon which the amounts of assessments made upon insured 
banks by the Corporation are determined and the method of computing the 
assessments. As a part of the simplification procedure, the percentage of net 
assessment revenue rebated to insured banks would be increased from 60 percent 
to 6624 percent. 




















ate oo ee ee 


—_—e— ~~. ae 


aot tes Ge. feel 


ne A CF ee ee), 


id al 


ct D — oO eet 


oO 


eocns co 





wa 


eet 


Se 











FEDERAL DEPOSIT INSURANCE ACT 41 


The simplification sought by this bill is desirable and needed, and would be 
adequately accomplished by enactment of the bill. The increase in the percent- 
age of net assessment revenue is warranted by a substantial increase in income 
on the Government securities held by the Corporation as investments, and by 
the anticipation that the reserve fund will continue to grow at a rate adequate 
in relation to growth in deposits of insured banks. 

The enactment of H.R. 8916 is desirable and will be beneficial both to the 
Corporation and to insured banks. It is recommended that it be given favorable 
consideration. Should it be enacted it will be necessary at the same time to 
enact certain changes in the Federal statutes applying to national banks. There 
is attached hereto a memorandum indicating the changes which should be made. 

The Department was advised by the Bureau of the Budget that there was no 
objection to submission of a report taking a similar position on S. 2609, the first 
section of which is identical to H.R. 8916. 

Very truly yours, 
LAURENCE B. Ropsins, 
Acting Secretary of the Treasury. 


NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS, 
New York, N.Y., February 18, 1960. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, 
Washington, D.C. 


Deak Mr. CHAIRMAN: The National Association of Mutual Savings Banks 
fully supports H.R. 8916 and H.R. 8928, identical bills that would change the 
method of computing assessments payable to the Federal Deposit Insurance 
Corporation. Inquiries to all our member savings banks requested comments 
on the proposed change. Their response indicated a very favorable reaction 
to the proposal. The consensus of opinion is that the proposed change would 
considerably simplify the method of determining the assessment base and would 
probably result in lower assessments for mutual savings banks without impair- 
ing adequacy of the insurance reserves available to the Federal Deposit In- 
surance Corporation. 

If and when hearings are held on this subject matter by your committee or 
the appropriate subcommitee, it would be appreciated if you will arrange to 
include this letter as part of the printed record. 

Sincerely, 
Morris D. CRAwForp, Jr., 
Chairman, Committee on Federal Legislation. 


Tue First NATIONAL BANK oF CHICAGO, 
Chicago, March 30, 1960. 
Hon, PauL Brown, 
Chairman, Subcommittee No. 2, House Banking and Currency Committee, 
Washington, D.C. 

Dear Mr. Brown: It is our understanding that your committee has scheduled 
early hearings on identical bills, H.R. 8916 and H.R. 8928, which would amend 
the FDI Act to simplify the determination of the assessment base and to make 
other changes in the existing law. 

In response to an invitation from the Federal Deposit Insurance Corporation, 
the Chicago Clearing House banks carefully considered the proposed legislation 
and submitted to the Corporation in a letter dated December 17, 1959, their 
unanimous recommendation for amendments deemed necessary to give it equitable 
effect. A copy of that clearinghouse letter is enclosed, 

The Chicago Cleraing House banks believe that the proposed legislation is 
meritorious in purpose and principle and, if amended generally along the lines 
suggested by the clearinghouse, would accomplish a much-needed and well- 
justified improvement in the act. 

We are pleased that your committee is undertaking to consider this proposed 
legislation, and wish to express our thanks for the opportunity of writing you 
in connection therewith. 

Very truly yours, 
C. Z. Mryer, 


Senior Vice President and Comptroller. 
54042—60——4 
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CONTINENTAL ILLINOIS NATIONAL BANK & Trust Co. or CHICAGO, 
Chicago, Ill., April 1, 1960. 
Hon. Pav. Brown, 
Banking and Currency Committee, 
House Office Building, 
Washington, D.C. 

Deak REPRESENTATIVE Brown: It is has come to our attention that hearings 
are to be held soon in connection with H.R. 8916 and H.R. 8928 which deal with 
amendments to the Federal Deposit Insurance Act. 

We would like at this time to go on record with your committee in expressing 
our opposition to these bills as presently drafted. 

The Chicago Clearing House Association, of which our bank is a member, 
unanimously opposed this legislation and voiced its objections in a letter to 
Mr. Jesse P. Wolcott, Chairman of the FDIC, on December 17, 1959. A copy of 
this letter is attached. We are in complete agreement with the views of the 
Chicago Clearing House Association. 

In addition to the points objected to in the Chicago Clearing House letter, 
there are other important areas covered by this legislation which are subject 
to question. For example, the bill seeks to define bank deposits for assessment 
purposes. This has been done in a manner which will make for confusion rather 
than clarification. In one specific case, it is proposed fo assess cash collateral 
accounts as deposits when the present FDIC statute specifically excludes such 
nominal accounts from assessments. There is a long history on this point and 
the courts and Congress have consistently ruled that these items are not deposits. 

We feel that the FDIC has overestimated the potential savings which might 
result from their proposals and, as a matter of fact, the added burden of proc- 
essing over 50,000 “call” reports may lead to even greater expenses on the part 
of the Corporation. 

The present method which banks use in computing assessments under the 
1950 law is a simple one, and we feel that the FDIC has exaggerated the possible 
operating savings to the banks of the country in the preparation of their assess- 
ment reports under the proposed amendments. 

Your thoughtful consideration of the views we have presented will be appre- 
ciated. 

Very truly yours, 
RicHARD A. AtisH#Ton, President. 


CHICAGO CLEARING HOUSE ASSOCIATION, 
Chicago, Ill., December 17, 1959. 
Mr. Jusse P. Wokcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcott: In your letter of September 11, 1959, to the presidents of 
all insured banks you invited comments on the proposed amendments to the 
Federal Deposit Insurance Act. (H.R. 8916, H.R. 8928, and S. 2609.) 

Because of the importance of the effect of these proposals, our association has 
made a careful study of the bills which have been introduced in Congress and 
is submitting to you its views and recommendations. The names of our insured 
regular member banks and their total resources are shown on schedule A. 

We are in complete aceord with your objectives of “simplifying the assessment 
computation requirements and to further reduce * * * administrative prob- 
lems.” In our opinion the proposed bills will not aecomplish these objectives 
equitably but with some modification could substantially achieve your goals, 
even though as thus modified these proposals would contimue and indeed aggra- 
vate the illogical basis and inequitable operation of the statute which does not 
base premium cost on risk assumed in aceord with sound insurance principles. 

Your plan to substitute flat percentage deductions from demand and time 
deposits in liew of all presently allowable deductions (consisting primarily of 
uncollected funds) completely ignores the substantial differences which exist 
between banks as to the character of the business which they conduct. 

Compulsory exclusive use of such a standard formula for deductions would 
naturally lead to gross inequities as it is entirely unrelated to a bank’s actual 
uncollected funds. The argument that the proposed formula would benefit most 
banks when contrasted with their present deductions neither cures nor justifies 
the inequitable impact imposed on other banks, no matter how few in number. 
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Furthermore, the volume of checks. in use today is many times that of a few 
years ago and is increasing at a rapid rate. It certainly seems to be unwise 
to establish a fixed percentage which may very well be totally inadequate in the 
near future. 

The present law was designed to simplify the computations required under 
the law prior to 1950 and has resulted tm doing just that. By basing the allow- 
able float deductions on each bank’s actual uncollected funds, the present law 
provides an equitabte formnuta for all banks to use for arriving at an assessment 
base regardless of the character of thet business. 

We do not believe that any change should be made in the law which will take 
away from a bank the right to use one of the present two methods of computing 
float deductions. If it is true that the vast majority of banks and the Corpora- 
tion would benefit from the proposed changes, then the few banks which would 
choose to retain one of the present methods would cause no great administrative 
problem and the Corporation woutd be substantially achieving its stated objec- 
tive. It is important to note that those banks which would continue to compute 
the float deduction on the present basis would be guinfng no advantage while 
those banks which adopted the new formula would be receiving a direct 
benefit. 

We definitely subscribe to the idea of an increase in the assessment credit but 
feel that your proposal to inerease the assessment credit from the present 60 
percent to 6624 percent does not face up to the realities of the present situation. 
We strongly believe that the assessment credit should be substantially higher. 

The magnificent record of the Corporation over the past quarter century during 
which its fund has been built up to its present total of more than $2 billion cer- 
tainly gives evidence of the lack of any need for continued substantial annual 
additions through assessments against the banks. With no net assessments at 
all the fund would naturally merease at the rate of about $50 million each year 
as a result of investment income. 

The present law which provides that the Corporation pay all losses and admin- 
istrative expenses before allowing any assessment credits is certainly sound and 
supplies adequate protection to the Corporation in the event that an outbreak 
of losses should ever occur. Should losses and administrative expenses in any 
future year exceed the gross assessment ineome in that year (1958 gross assess- 
ments were $166 million contrasted with the FDIC’s 25-year total losses of $29 
million) then the excess of such losses and administrative expenses would be 
earried forward to reduce any possible credit in the following year. In this 
manner the Corporation will always be assured of a reserve fund equal to the 
current balance plus all future income accretions. 

We recognize that there may be reasons why it would not be practical to pro- 
cede to increase the assessment credit to 100 percent at this time even though 
such a course of action seems to be clearly justified. It is our recommendation 
that the assessment credit be increased now to at least 75 pereent. 

The continued efforts of the Corporation in encouraging sound banking through 
the strengthening of capital accounts and through close supervision will do 
more good for the banking system in preventing losses than will the mere 
presence of a larger reserve fund. 

In addition to our objections to the proposed percentage formula for comput- 
ing deductions and the proposed small increase in the assessment credit, there 
are other points involved in these bills which should be questioned. For exam- 
ple, the definition of deposits with all of the legal precedents involved certainly 
requires careful study. 

In summarizing our position with respeet to the bills which have been intro- 
duced we urgently recommend that they be amended to provide the following: 

(a) The present “aa” and “bb” methods of computing float deductions 
should be retained completely intact and the percentage formula as pro- 
posed be a third alternative. 

(b) The new definition of deposits should be eliminated. 

(c) The assessment credit should be increased to at least 75 percent. 

You will appreciate that this letter represents only a brief commentary on our 
views, and we will be pleased to have an opportunity to discuss them more fully 
with you or with interested members of Congress. 

Very truly yours, 


Chairman of the Clearing House Committee. 
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ScHEDULE A.—Insured commercial banks which are regular members of the 
Chicago Olearing House Association 





Resources 
Dec. $1, 1958 

Toe wire, Pacwone) bank of Chitago._...........—.-......--.+-~- $3, 025, 000, 000 
Continental Illinois National Bank & Trust Co____________.___ 2, 857, 000, 000 
ES ge TE 2 ee eR A 424, 000, 000 
i cachet oid ica sagenesigieddeeresmeiee 754, 000, 000 
ITE, A REDE TS =  ases wamnnpintneneeenmnenanad 814, 000, 000 
Sy ge ET he 2 <a a eae a a 101, 000, 000 
ge ON a a a ae te 62, 000, 000 
esi 72, 000, 000 
GE Fs | ot 6: a a 429, 000, 000 
i cbtduaiin iniiisppaeinmrnicoaininediones 164, 000, 000 
gL a ET eR 215, 000, 000 
I edie in same teed gh whe apes neni 91, 000, 000 

I i cn cain pb iain 9, 008, 000, 000 


The combined resources of these banks represent. about 49 percent of the total 
for all Illinois banks and about 4 percent of the total for all insured commercial 
banks in the Nation. 


THE NATIONAL CiTy BANK OF CLEVELAND, 
Cleveland, Ohio, March 22, 1960. 
Hon, Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D.C. 


Dear MR. SPENCE: Several bills, H.R. 8916, H.R. 3928 and Senate bill 2609, 
have been introduced in the Congress to provide for a different method of com- 
puting assessments payable by insured banks to the Federal Deposit Insurance 
Corporation. 

The larger Cleveland banks, who are joined together in the Cleveland Clearing 
House Association, are opposed to the passage of this legislation unless it is 
amended to eliminate discrimination against certain banks. In this connection, 
I respectfully submit for your consideration a copy of a letter from Mr. George 
Gund, president of the Cleveland Clearing House Association, to Mr. Jesse P. 
Wolcott, Chairman, Federal Deposit Insurance Corporation, which more fully 
sets forth the views of the members of the association. Similar views have 
been expressed by the New York and Chicago clearinghouses. 

I hope you will agree with our position and work for a suitable amendment to 
the bills in question. If you need additional information, I hope you will let 
me know. 

Very truly yours, 
A. C. STUDSGAARD, 
Comptroller. 


NATIONAL BANK OF YORK Country, 
York, Pa., April 6, 1960. 

Hon. Paut Brown, 
House Banking and Currency Committee, 
The House of Representatives, 
Washington, D.C. 

Dear Sire: I want to call your attention to H.R. bills 8916 and 8928, in which 
we are very much interested. 

These two measures, in my judgment, are economically sound and will afford 
the banks some relief and assistance in meeting present competition. 

I hope you will request an early hearing and lend your support to the passage 
of both bills. 

Sincerely yours, 


J. L. ROSENMILLER, President. 
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NEW YORK CLEARING Houss, 
New York, N.Y., April 7, 1960. 
Re H.R. 8916, 8928. 
Hon, Pau Brown, 
House Office Building, 
Washington, D.C. 


DEAR MR. Brown: At the hearing before your subcommittee held on April 6, 
1960, Congressman Multer asked Mr. Loeffler what the effect would be if the 
committee were to approve the simplified form of calculation of the assessment 
base, but were at the same time to Strike out the proposed increase in the assess- 
ment credit from 60 to 66%4 percent. 

Mr. Loeffler’s reply to this question was a repetition of certain of the figures 
from page 11 of his written statement filed with the committee on April 5, 1960. 

It would appear that these figures are not really responsive to Congressman 
Multer’s question. It is quite clear that the elimination of the proposed increase 
in the assessment credit would materially increase the cost of deposit insurance 
for a large number of the insured banks. 

As a specific answer to Congressman Multer’s question, the enclosed table, 
which sets forth the actual gross and net assessments for 1959 and a calculation 
of the assessment on the simplified form without the proposed increase in the 
assessment credit, clearly indicates the cost to our members. 

I am sending you this material, with copies to the other members of your 
subcommittee for their convenient reference, in the hope that it can be included 
in the record of the hearing in accordance with the statement made yesterday 
that the record would be held open until the end of the week. 

Sincerely yours, 
PAUL R. FITCHEN, 
Executive Vice President. 


Composite figures for member banks of the New York Clearing House Association 


FDIC assessments for 1959 on present basis: 


I 2 ta i iin erik cre rlncbi che me waren: $19, 100, 637 
Bn | EE "SEES ee ee eee: See 8, 390, 311 


Calculation of FDIC assessments for 1959 on proposed simplied 
form: 
Nk i rl laird aie ls Seek $20, 680, 272 
Net without proposed increase in the assessment credit____--~~ 9, 099, 199 


Members of the New York Clearing House Association : 
The Bank of New York. 
The Chase Manhattan Bank. 
The First National City Bank of New York. 
Chemical Bank New York Trust Co. 
Morgan Guaranty Trust Co. of New York. 
Manufacturers Trust Co. 
The Hanover Bank. 
Irving Trust Co. 
Bankers Trust Co. 
The Marine Midland Trust Co. of New York. 
United States Trust Co. of New York. 
Grace National Bank of New York. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, April 8, 1960. 
Re H.R. 8916 and H.R. 8928. 
Hon. Paut Brown, : 
Chairman, Subcommittee No. 2, House Banking and Currency Committee, House 
Office Building, Washington, D.C. 

DEAR CONGRESSMAN Brown: I have just received a copy of a letter of April 7, 
1960, addressed to you by Mr. Paul R. Fitchen, executive vice president of the 
New York Clearing House Association. In this letter Mr. Fitchen refers to a 
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portion of my testimony during the course of the hearings on the subject bills 
on April 5, 1960. Mr. Fitchen feels that my answer to a question by Mr. Multer 
about the effect of the simplified form of calculation of the assessment base 
but leaving the assessment credit at 60 percent was unresponsive to the question. 

I believe the question to which Mr. Fitchen refers is the one asked by Mr. 
Multer as reported on page 191 of the transcript of the hearings. My reply was 
gaged primarily to the effect that such a change, ie., continuance of the 60 
percent credit, would have on the fund rather than on the banks. Certainly it 
was not my intention to overlook the effect that such a change would have on 
the banks, and I sincerely regret that my answer was not fully inclusive. 
Therefore I shall very much appreciate it if I may have the privilege either of 
extending my remarks in the transcript of the hearings or of having this letter 
placed in the record of the hearings along with the letter of April 7, 1960, sent 
to you by Mr. Fitchen. If you approve, I shall appreciate having the following 
remarks included in the record. 

If we were to use the deductions of 1634 and 1 percent but retain the present 
60 percent credit the net assessments retained by the corporation over the period 
1951-58 would have been $20,819,000 less for an annual average decrease of 
$2,602,000. However, as stated on page 11 of my prepared statement, 1,461 
banks would have had gross assessment increases and of these 232 would have 
had gross increases of $1,000 or more, and 20 banks would have had gross in- 
creases in excess of $25,000, ranging up to about $250,000 for one bank. 

We do not have computations available that will show the effect on the net 
assessments of these 1,461 banks on the basis of a 16% percent and 1 percent 
deduction with a 60-percent assessment credit. However, I assume that a sub- 
stantial portion of them would have some net increase. I cannot at this time 
say what the dollar amount of net increases might be for this group of banks 
or for any one of them, but will concede that for some of them the resulting net 
increase could be substantial. 

I should like to take this opportunity to thank you and the members of the 
committee for the courtesies extended to us during the hearings. 


Respectfully yours, 
W. G. Lorerriar, Controller. 


Mr. Brown. The committee will adjourn now to convene at 2 
o'clock. 

(Whereupon, at 12:05 p.m., a recess was taken in the committee 
until 2 p.m. of the same day.) 


AFTERNOON SESSION 


The subcommittee met at 2 p.m., the Honorable Paul Brown (chair- 
man of the subcommittee) presiding. 

Present: Mr. Brown (presiding), Messrs. Spence, Multer, Vanik, 
Barr, Moorhead, and Hiestand. 

Mr. Brown. The committee will come to order. 

We will first hear from our chairman, Mr. Spence. 

Mr. Srence. Mr. Chairman, it is very pleasant te come here and 
visit with your subcommittee. I know that you are rendering a great 
service and the chairman wishes to thank you and the members of 
your committee. 

Mr. Brown. Mr. Moorhead, have you finished questioning ? 

Mr. Moorneap. Yes. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Is our distinguished chairman, Mr. Spence, going to 
cross-examine Mr. Wolcott? This is a rare opportunity. 

Mr. Spence. I recall for many years having the benefit of the 
counsel and wisdom of Mr. Woleott. We all recollect that you are 
capable to give us both. We ane glad to have you come back. We 
hope you will come back often and we will call on you whenever we 
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need you. We wish you success and happiness in the position you 
now occupy and wherever you may be and wherever you may go. 
You always have the good wishes of this committee and you will al- 
ways have the respect and affection of the committee. We are very 
glad to see you come again and you can talk just as long as you 
want to, I am sure. 

Mr. Wotcorr. Well, Mr. Chairman, that is very nice of you. I 
appreciate it and we all appreciate it very much. I don’t know 
whether you know it or not, but Mr. Cocke and I and Mr. Gidney and 
the staff of the FDIC look forward to our visits down here before this 
committee. 

I think that we have in mind that this committee was instrumental 
in setting up the FDIC back in 1933 and I believe, Mr. Chairman, 
that you and I and Mr. Brown—were you here then, Paul—were here 
when the Corporation was instituted, and I think you join with me 
in taking a great deal of pride in the accomplishments of our handi- 
work back in 1933. 

We like to feel, and I know you do, that the FDIC has had such an 
effect on the economy and such an influence on the economy of this 
country that we can almost take credit for the stability of our cur- 
rency and our economy because of what we did back in 1933, and so 
it is always a pleasure for all of us to get back, as I say, come before 
this committee, and you know of our deep regard for you and I have 
told you so often and I want to repeat, that if at any time you need 
a shonlder to cry on, I shall make my shoulder available. 

That is the only good my shoulder is for I guess at the present time. 

We are very, very happy to be here and we want to cooperate in 
every way we possibly can with this committee to get a clearer under- 
standing of the purposes of this bill. We are very, very grateful. 

(Discussion off the record.) 

Mr. Wotcorr. Mr. Chairman, Chairman Spence, we would be glad 
to have you ask any questions and I or Mr. Loeffler or some member 
of the staff will answer. 

Mr. Spence. You are very safe in that. Not being as familiar 
with the bill as I should be, I can’t avail myself of the privilege, but 
I am satisfied that when you testified you testified with sincerity and 
truth as you always would do and I shall read your testimony and 
then if I want to ask you any questions, I will call you up over the 
phone. 

Mr. Wotcorr. Thank you, sir. 

Mr. Mutter. Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Mr. Loeffler, on page 8 of your statement, you refer 
to the fact that the various agencies call for reports from the banks 
from time to time. 

Heretofore have those reports been called for at fixed times? In 
other words, did you indicate, did FDIC indicate that on certain 
fixed dates they would be expected to file reports, or did you call for 
them at irregular times? 

Mr. Lorrrter. Mr. Multer, you are referring to reports of condi- 
tion now? 

Mr. Murer. Yes, reports of condition. 
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Mr. Lozrrter. No, sir, they are not at fixed times. They are sur- 
prise calls. The calls are not announced until after the date as of 
which they are going to ask for it. For example, a call was made by 
the three Federal agencies as of June 10,1959. The actual notice that 
this would be required did not go out, I don’t know the exact date, but 
it was some time after June 10, say June 12, 13, or 14, so the banks 
go back then and make their statement as of that date and that, of 
course, is to get a record of the condition of the banks as of a date 
without their opportunity, if they wished to do it, of making any spe- 
= 

Mr. Mutter. And if this bill is amended as recommended, the same 
practice will be followed except the Chairman of the FDIC will fix 
the call date for those reports of condition ? 

Mr. Loerrier. Well, the dates will be handled in the same way as 
far as fixing the time. 

r However, it calls for a majority of the three agencies to select the 
ate. 

In other words, the FDIC and the Federal Reserve Board and the 
Comptroller, in case there is any reason why one of them didn’t want 
to go along, the other two could fix the date. The three agencies have 
used the same dates for the respective calls a good many years past. 

Mr. Mutter. Now, under the existing statute, I believe you have a 
right to call for any number of reports as you may deem is necessary ? 

Mr. Lorrrier. That is correct. 

Mr. Mutter. And will that privilege in any way be affected by the 
change in this statute or will you still have a right in addition to these 
meports $0 go in at any time you want to and ask for additional 
reports ¢ 

{r. Lorrrier. Any one of three agencies may make such additional 
calls as they require. 

Mr. Motrer. In other words, you might have a general call that 
goes out to all of the banks and then you have a right to go into any 
specific bank and ask for it, if you happen to be alerted to some sit- 
uation or you think there is a special situation, you may go to a par- 
ticular individual bank 

Mr. Loerrrter. No, sir, not a particular bank. The Board of Gov- 
ernors might make a call on its member State banks or the Comp- 
troller of the Currency might make a call on just the national banks. 
In cases where a need for information pertaining to a specific bank 
exists, it is generally accomplished by an examiner going into the bank 
for that purpose. 

Mr. Mutter. But you do have the right under existing statute, do 
you not, to call upon any one bank ? 

ere LoeFFteR. Oh, yes, you can call for such reports as you might 
need. 

Mr. Motrer. And that is not changed by this proposed amendment? 

Mr. Loerrirr. No, sir, that is not affected. 

Mr. Mutter. Now, presently are deposits by one bank carried— 
did you want to say something, Mr. Wolcott? 





Mr. Worcorrt. I was just suggesting that you shouldn’t confuse our 
calls with our right to examine the bank at any time for insurance 
purposes. 

Mr. Mutrer. Deposits by one bank with another bank, are those 
deposits insured ? 
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Mr. Lorrrier. Yes, they would be insured up to the general maxi- 
mum, $10,000. 

Mr. Murer. How about those deposits of government agencies, mu- 
nicipal, State, or Federal Government, where, as a condition of having 
the gov ernment deposit, the bank must put up or carry a certain 
amount of securities. 

Are those deposits also insured ¢ 

Mr. Loerrier. Yes, they are. 

Mr. Mutrer. And all of those deposits, the bank deposits with 
banks and government deposits in banks are all taken into account 
in fixing the assessment ? 

Mr. Loerrier. That is right. 

Mr. Murer. Now, on page 5 you refer to the fact that—under item 

1—there is reference to deposits in a noninsured bank, referring to 
bank deposits. 

Are insured banks permitted to carry any of their deposits in non- 
insured banks? 

Mr. Loerruer. Yes, sir; and some of them do. 

Mr. Mutter. There is no prohibition against that? 

Mr. Lorerrier. No prohibition. 

Mr. Mutrer. Now, then, at page 6 you refer to drafts being ex- 
cluded from deposit liabilities "fon assessment purposes as under 
existing law and you say they would continue to be insured. 

Don’t we get into a situation there of the same money being in- 
sured twice if you require that drafts be insured ? 

Mr. Lorrrter. No, sir, there would not be any conflict there because 
of the limitation of $10, 000 in any one ownership right, so that if a 
person held a draft say for $5,000 and had another account of $7,000 
the total of them would be combined for $12,000 total of the liabilities 
of the bank to that individual. 

However, only $10,000 of that total is insured. 

Mr. Mutter. Well now, take this instance, purely hypothetical: 
The ABC bank draws a draft for $10,000 on the Federal Reserve bank 
in its district. Now, I think there is an inference here that that 
draft is to be insured. 

Mr. Lorrrier. Yes, sir, that is right. 

Mr. Mutrer. Well, now, until the draft has been accepted by the 
Federal Reserve bank and the money paid to the ABC bank, the ABC 
bank does not have the money on hand; i isn’t that so, or am Iw rong ? 

Mr. Lorrrier. Well, they would issue the draft to another bank, 
presumably drawing against funds in the Federal Reserve bank. 

Mr. Mcurer. Don’t we run into the situation there of the same 
funds being insured twice ? 

Mr. Lorrrter. No, sir, because remember you have got that $10,000 
maximum in any one right or interest and so, regardless of how many 
types of accounts or drafts, officers’ checks, that one individual might 
hold, as long as it is in that same right of ownership, the $10,000 
limit still applies overall. 

Mr. Mutrer. That is what apparently I don’t understand. You 

say, for instance, the officers’ check you just referred to is insured or 
should be insured ? 

Mr. Lorerrier. Yes, sir. 

Mr. Mutter. Well, now, the money is on deposit in the ABC bank. 
It draws a check in payment of an obligation of the bank. 








50 


Mr. Lorrrirr. Right. 

Mr. Mutter. Until that check is cashed, the money remains with 
the bank. 

Mr. Lorrrzxr. Yes, sir. 

Mr. Mutter. Now, why should the check be insured ¢ 

Mr. Loerruer. Because that is the evidence of the obligation to 
the holder of the check. The same thing, Mr. Multer, if you were 
going to a bank and you would buy an officer’s chéck, say a cashier’s 
check for $5,000. 

All right, assuming that you don’t have any other accounts in the 
bank or what you have is not in excess of $10,000, that check is in- 
sured to the holder. 

Now, if you have that check, you are insured to $5,000. If you turn 
it over to somebody else, by endorsement, they hold a $5, 000 insured 
instrument. Now, the checks that we are talking about that we think 
should be insured are the officers’ checks issued—for example, an at- 
torney performs services for the bank. His fee is $1,000. He goes 
into the bank. Maybe he is going into some kind of business deal ; he 
wants $2,000. So he says, “To pay my fee, give me a cashier's check 
for a $1,000 for that fee.” 

“Now, here is my check against my account here for a $1,000. I 
want another $1,000 cashier’s check.” 

So he has two checks. He goes into this business deal with two 
other people and he gives one of them one check and other one the 
other. 

All right, now one of those checks is insured to the holder of that 
check and the other one isn’t under the present law. Now, we think 
they both should be insured because the holder of the check has really 
every right to assume that both of them are insured and it is a rare 
thing that he would know which one is insured and which one is not. 

Mr. Motrrr. The thought that runs through my mind is what 
difference is it which check is insured? I thought you were insuring 
the deposits and when the lawyer has an account of a $1,000 in the 
bank his $1,000 is insured by FDIC. 

When he draws a check against it for a $1,000, that remains insured 
until whoever gets his $1, 000-cheek deposits it somewhere else. If it 
is deposited in another insured bank, it continues to be insured. It 
is not the check you are insuring; it is the deposit. 

Mr. Lorrrier. Sure, it is in the total amount that the holder has as 
to the insurance. 

However, if a bank closes, you trace back the origin of these cheeks 
and under the present law a check issued for services of a bank or for 
a bank’s own purposes is not insured. 

Mr. Mutter. I am wondering why it should be insured. If the 
bank is paying its own funds by this check and we assume it is paying 
its own funds, it would be charged not against the depositor’s liability, 
but it would be charged against a capital aceount, if it is the bank’s 
money that is being paid for services rendered or for the purchase of 
equipment or what-have- -you; if it is the bank’s money that the bank 
is paying out. The bank’s capital, is not insured, isn’t that so? It is 
only the deposits that are insured, isn’t that right? 

Mr. Lorrrier. That is right. 

Mr. Mutter. Now, when a bank pays its own obligation, is it pay- 
ing out depositors’ money or its own ? 
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Mr. Lorrrier. It is paying out its own money but its own money 
is not insured. The insurance is to you as the holder of that check. 
Mr. Mutter. The moment I receive the check from the bank in 
payment for services or something I sold them, when I deposit that 
bank’s check in my bank or to my account, whether in the same bank 
or another bank, when collected it then becomes an insured amount? 

Mr. Loprrier. That is right. 

Mr. Murer. Well, why should the check be insured ? 

Mr. Lorrriurr. Suppose you are holding it or suppose you are using 
it as a deposit in escrow, for instance, a cashier’s check that is put up 
with a contractor's bid. Until the bid is awarded, they hold that in 
the form of that cashier’s check. 

Mr. Mutter. And do not use the check? 

Mr. Lozrrier. They do not use the check. For the unsuccessful 
bidder, the check would be returned to the bidder, so in the meantime 
he is pr rotected by insurance on that check. 

Mr. Mutter. Well, aren’t we extending the purpose of Federal 
Deposit Insurance to check insuratice and aren’t we then insuring 
the bank’s own funds? If it is a bank check drawn on its own money 
in payment of its own obligation for something that is acquired, either 
by way of services or property, and you then insure the check, you 
are then in effect insuring or requiring them to carry insurance on 
their own funds, on the ca pital accounts ? 

Mr. Lorrrier. Well, Mr. Multer, we are looking too on this as not 
insuring the bank's own money. It is no longer the bank’s money. 
They have paid it out. They have liquidated a liability. 

Mr. Murer. Have they paid out the proceeds of the check before 
the check is collected ? 

Mr. Losrripr. No, they may not have. It may be that this check 
is drawn on another bank. 

Mr. Mutrer. Aren’t you then in effect, instead of just insuring 
deposits, I am wondering if you are not going beyond the intent of 
the law? 

Maybe we should do it. In that event, I think possibly we better 
change the law to that effect. It seems to me that if you are then 
going to be guaranteeing the check issued by the bank in payment of 
its own obligation drawn on its own funds, you are requiring them to 
insure their own funds to the extent of the checks it draws. 

Mr. Greensipes. Mr. Multer, if I may interject, the bank has not 
yet discharged its liability when it issues its check to the customer. 
Tt still has the funds so they should be insured until that draft or 
check has been cleared and the money transferred to whatever bank 
it went into. 

Mr. Brown. Will you identify yourself for the record ? 

Mr. Greensipes. Neil G. Greensides, sir. 

Mr. Mutrer. Well, why should we treat a bank’s check which it 
issues for its own obligations any differently from your check or my 
check drawn on my account ? 

When I draw a check on my account, my deposit is insured. When 
T issue that check, the check carries no insurance with it. 

Mr. Greensipes. That is correct. If you give me your check and I 
haven’t collected on that yet, and your bank fails, I have a claim 
against you and you have a claim against the bank and the FDIC. 

“Mr. Muurer. Yes, but that is still s single insurance. 
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But now, in effect, if you insure the bank’s checks you are certi- 
fying the bank’s check. 

Mr. Greensives. Mr. Loeffler will answer that. 

Mr. Mutrer. In effect everytime a bank issues a check if FDIC 
“erence that check or insures that check, aren’t you in effect certi- 

ying the bank’s check ? 

Mr. Loerrier. No, I don’t think so, Mr. Multer, because the bank 
is liquidating a liability. Suppose, instead of giving a cashier’s check 
for this $1,000 for services the bank credits your account in the bank. 
It would be a deposit account. 

Mr. Mutter. Yes, it is insured in the one depositor’s account and 
when it is transferred to the second depositor’s account it is no longer 
insured in the first one; it is insured in the second account, but here is 
money that is not insured at all and because the bank pays its money 
out by check you are then going to insure it. 

You are not making any assessment on the basis of those capital 
accounts. 

Mr. Lorrrier. Oh, yes, once that cashier’s check is issued, it is re- 
ported as a deposit liability and an assessment will be paid on it. 

Mr. Muurer. Mr. Coburn wants to say something on the subject. 

Mr. Copurn. The bank’s checks are defined as a deposit and are 
therefore subject to an assessment. 

I think what you say is true, that all checks of the banks now will be 
insured checks. It has heretofore been limited primarily to those 
checks that the bank issues for cash or its equivalent. 

Now, in order so that the public may have free access to the bank’s 
checks and so the public will not be misled as Mr. Loeffler has said, 
because they can’t make the distinction as to whether a check issued 
by a bank is for cash or its equivalent, we have extended the coverage 
of insurance and the assessment liability to cover all checks for all 
purposes and it is also to conform with requirements of the call reports. 

That was a requirement for reporting outstanding checks for re- 
serve purposes and in order to conform with the call report require- 
ments and to equalize what we thought was a good practice and policy 
of making bank checks acceptable generally to the public, this change 
is being recommended in the definition of deposit which extends the 
definition to include checks that are issued not only for money or its 
equivalent, but for its own purposes. 

Mr. Cocke. That bank can’t issue that check until it has made the 
corresponding entry as to its own account. They have taken that out 
of the capital of the bank and put it in this transitory stage and the 
check would be protected accordingly by the Corporation. 

Mr. Mutter. So this bill would extend FDIC authority to issue 
that kind of insurance and you would be collecting on that basis an 
assessment so it would not be free insurance. 

Mr. Lorrrier. That is a correct statement. 

Mr. Motrer. Now, on page 15, Mr. Loefiler, you referred to the 
endorsement of this proposal, and you also referred to some of the 
objections, and I think already in your main statement you have 
indicated why you thought those objections were not sound. 

Could you tell us how many of the 20 or 25 letters that you received, 
the objections, came from small banks as against large banks? Have 
you got such a breakdown ? 
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Mr. Loerrter. It is a little bit hard to exactly define a small bank. 

Mr. Murrer. Could we take it by Reserve cities and Central Re- 
serve cities, would that help? 

Mr. Loerrier. No, sir; these came from various cities and towns 
and States. I would say that perhaps two-thirds of them are banks 
of around $714 million and under. Some of the principal objections 
were because of the move to the four call reports a year coming from 
some of the States where there are banks that are not members of the 
Federal Reserve System, and we only make two calls a year. 

Mr. Mutter. On that same page you refer to objections received 
from ,clearmghouss associations in four cities. What cities were 
those ? 

Mr. Lorrrier. New York, Chicago, Philadelphia, and Cleveland. 

Mr. Mouurer. And could you tell us the number of banks repre- 
sented by each of those associations you are talking about? 

Mr. Lorrrier. I don’t believe I have that on all four of them. The 
Chicago Clearing House, 12 banks; Cleveland is 8 banks; Philadel- 
phia is 10 banks. I do not have the count on New York. 

I would like to say, if I may, Mr. Multer, on these letters from these 
clearinghouses, that while I have given you a count of the number 
of banks I believe those to be the number of banks that are members 
of the association, but I would like to say at the same time that while 
they are members of the association we have letters from some of 
those banks endorsing this bill. 

Mr. Murer. You have anticipated my next question. I was going 
to ask, then, whether in the 25 letters opposing there is not a duplica- 
tion, whether some of them are not members of the clearinghouse 
association that have objected. 

Mr. Lorrrier. Yes, sir; there might be some duplication that way, 
and again I say while there are 10 members in the clearinghouse that 
doesn’t mean that that is a unanimous thing as far as the clearing- 
house is concerned. 

Mr. Mutter. In other words, to make the record clear, there are 
members of these clearinghouse associations that have indicated their 
approval of this bill ? 

Mr. Lorrrirr. That is correct. 

Mr. Motrer. At this point, Mr. Chairman, I think it might be well 
since Mr. Loeffler, at page 16 of his statement, refers to the fact that 
the Department of Justice has recommended a change in the bill 
which FDIC apparently approves, I think it would be well, and I 
make the suggestion, Mr. Chairman, that we ask the Department of 
Justice to submit to us the reasons why they recommend this change, 
and then if any members may have any questions with reference to 
them we can address them to the Department of Justice and have 
them added to the record. 

Mr. Copurn. I think we have it here in the form of a letter that 
was sent—this photostatic copy I have is a photostatic copy of a 
letter sent to Senator Fulbright in reference to the Senate counter- 
part bill which sets forth their reasoning on it, and we will present 
that for the record. 

It was on the basis of this recommendation that our changes were 
made, and we contacted and chatted with the Department of Justice 
about the changes. 
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Mr. Mourer. Well, Mr. Chairman, if it is agreeable to the com- 
mittee, in lieu of the suggestion I have just made, I ask that this 
letter be made a part of the record. 

Mr. Brown. Yes; it will be inserted at this point in the record. 

Mr. Mouurer. Thank you, Mr, Chairman. 

(The letter referred to above is as follows:) 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (8S. 2609) to amend the Federal 
Deposit Insurance Act to revise the assessment base, and for other purposes. 

The bill would make numerous amendments in the Federal Deposit Insurance 
Act (12 U.S.C. 1811, et seq.), principally by revising the detailed requirements 
imposed upon banks insured by the Federal Deposit Insurance Corporation with 
respect to the reporting of financial data used in computing the assessments 
which the FDIC collects from such banks. 

The subject of this legislation is not a matter for which the Department of 
Justice has primary responsibility, and accordingly we make no recommendation 
as to the enactment of the bill. If the bill should receive favorable considera- 
tion, however, it is believed that it should be amended in one respect. 

The proposed amendment of subsection (a)(3) of section 7 of the act 
(pp. 5-7 of the bill) would require four reports of condition to be made annually. 
The bill would require that each report shall contain a declaration by an appro- 
priately designated officer of the bank to the effect it is true and correct to the 
best of his knowledge and belief and that the declaration is made under the 
penalty of perjury. The next to the last sentence of the subsection would 
provide that one who willfully makes or subscribes such declaration in a report 
he does not believe to be true and correct as to every material matter shall be 
subject to a maximum fine of $5,000 or 3 years’ imprisonment, or both. The 
perjury statute (18 U.S.C. 1621), prescribes a $2,000 fine and 5 years’ imprison- 
ment. There is no requirement in the bill that the declaration be under oath 
and this fact coupled with the discrepancy in the penalty provisions proposed 
in the legislation and those set out in 18 U.S.C. 1621 might pose serious difficul- 
ties in prosecuting under the perjury statute. 

It is believed that it might be more appropriate to utilize section 1005 of 
title 18, United States Code, as the vehicle for prosecution in instances where 
it is discovered that a declaration is made by an officer who knows the report of 
condition contains false information. That statute, insofar as pertinent, pun- 
ishes “whoever makes any false entry in any * * * report of (an insured) 
bank * * * to deceive * * * the Comptroller of the Currency, * * * the Federal 
Deposit Insurance Corporation * * * or the Board of Governors of the Federal 
Reserve System,” with a $5,000 maximum fine and a maximum 5-year prison 
sentence, or both. 

An additional reason for employing section 1005 of title 18 to punish false 
submission of reports of condition is found in an examination of subsections 
(c) (1), (2), amd (3) of amended section 7 (pp. 11-13 of bill). ‘These sub 
sections would require insured banks to file with the Corporation certified 
statements of a certain form and content showing the amount of the assessment 
base and the amount of semiannual assessment due the Corporation. Pursuant 
to subsection (c) (3) an appropriately designated bank official would be required 
to certify that to the best of his knowledge and belief such statements are true, 
correct, complete, and in accordance with the Federal Deposit Insurance Act and 
regulations issued thereunder. No specific penalty provision is included in the 
bill to cover willful falsification in such certificate of assessment but it is inter- 
esting to note that in an explanation of the various provisions accompanying 
submission of the legislation reference is made in the comment upon subsection 
(c) (3) of section 7 at page 15698 of the Senate Congressional Record of August 
27, to the penalty provisions of 18 U.S.C. 1005. 

In view of the specific acknowledgment that 18 U.S.C. 1005 would be the 
appropriate statute for prosecution of willful submission of false certificates of 
assessment, we see no reason why the same statute would not reach a similar 
type of situation involving a false report of condition. It is therefore recom- 
mended that the bill be amended by inserting a period after the word “belief” 
in line 18, page 6, and striking out the remainder of that sentence ending on 
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line 20, page 6, and deleting the sentence beginning on line 2 and ending on line 


8, page 7. 
The Bureau of the Budget has advised that there is no objection to the sub- 


mission of this report. 
Sineerely yours, 
LAWRENCE BE. WALSH, 
Deputy Attorney General. 

Mr. Brown. Are there any other questions, gentlemen ? 

Mv. Barr? 

Mr. Banr. I have a few. 

Mr. Brown. Mr. Hiestand. 

Mr. Hiestanp. Mr. Chairman, my questions are not on the tech- 
nical aspect of the bill, of course, because that is going to involve a 
lot of study and has been given a lot of study heretofore, but just 
by way of information, the Insurance Corporation has settled several 
elaims this past year, 1959. Do you know how many ? 

Mr. Lorrruirr. In 1959, Mr. Hiestand ? 

Mr. Hresranp, Yes. 

Mr. Lorrrier. There were three. 

Mr. Himsranp. And the aggregate amount ? 

Mr. Lourrier. The three banks had more than 3,000 depositors and 
deposits of about $214 million. 

fr. Hresranp. And the settlement was for approximately that 
amount ? 

Mr. Loprrier. Yes, sir; approximately that amount, 

Mr. Hiesranp. Thank you very much. That was just for my 
information. 

Thank you, Mr. Chairman. 

Mr. Brown. Mr. Barr? 

Mr. Barr. Mr. Loeffler, this float situation confuses me just a little 
bit. I wonder if you could take us through the hurdles on this. 

As I understand float, I think Mr. Wolcott had an excellent de- 
scription in there as to float. Now, that is one side of the float 
picture but don’t also banks have items drawn on the banks? Say 
bank A, to go back to Mr, Woleott’s deseription, the chairman would 
deposit a hundred dollars in bank A, and the bank credits the chair- 
man’s account at onee with that, but it still doesn’t have the money, 
and it has to clear, and J think it is 2 days under the Federal Reserve 
System for clearance; isn’t that correct ? 

_ Mr. Logrrirr. Generally that is about the average or the maximum 
time. 

Mr. Barr, The Federal will give credit in 2 days. On the other 
hand, there are checks drawn against bank A, and they have the 
money, and they have not been presented for collection ; isn’t that eor- 
rect, sir? 

Mr. Lorrrier. Yes, sir; that is right? 

Mr. Barr. Now, I notice you use a factor of 1634 percent, reducing 
deposits by 1624 percent for float. Am I correct, then, in assuming, 
sir, that—why is that? Don’t the amounts due the bank just about 
offset what the bank will pay? Where did you get this 163g percent? 

Mr. Logerrier. That, of course, would vary as between banks. I 
don’t know that there is any way that you can say that they will 
counterbalance at all. You just don’t know what is outstanding at 
a given time that has not been charged to a deposit account. 
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Now, the 1624 percent is an amount that we arrived at as being 
what we thought was a reasonable amount in lieu of going through all 
of these detailed operations to come out to what the float is and, of 
course, that varies a great deal between banks, not necessarily on ac- 
count of size, it can be types of business that would make that dif- 
ference. But I know of no way to estimate if bank A credits its ac- 
counts with, say, a hundred thousand dollars that they haven’t col- 
lected that there are a hundred thousand dollars of checks outstand- 
ing some place drawn against them which have not yet been presented 
to them for payment. 

Mr. Barr. That is where I got confused on the 1624. There must 
be some way that you arrived at this factor. 

Mr. Lozrrirr. Yes, the way we arrived at that factor, Mr. Barr, 
was we started out, and we tried a great many different combinations 
of percentages as applied to demand deposits, as applied to total de- 

osits, as applied to time deposits, and in seeking some way of simpli- 

cation of this thing I was working toward first what is the nearest 
combination of percentages that I can work out that will leave the 
deposit insurance fund substantially where it is, I mean there would 
be no loss in assessment income. Then when we found this combina- 
tion that was about the closest, we found that the 1 percent seemed to 
work out very fine on time deposits as reflected by our studies of the 
effect on mutual savings banks, and I think for the year 1956 when I 
computed assessments on this basis, for every bank in the country on 
this 1 percent of time deposits which is the principal portion of the 
mutual savings, I believe there were only two banks that would have 
had an increase, and I think there were only four that would have had 
a change over a hundred dollars, I believe it was, of reduction, so that 
looked like that was pretty good. 

Now, on the 15 percent of demand deposits there were a substantial 

number of banks that would have had an increased assessment, and it 
looked like it was inequitable. Now, how much further can we go or 
how much further should we go or what should we try to do? We 
should try to equalize this thing in some way so we tried 16 percent. 
and then we came up with 1624. We tried it at 18 percent. Wetri 
it at 20. Eighteen looked too high, 20 looked too high, we came back 
to 1624, and that is what our recommendation is in this bill. Now, as 
far as total float is concerned, it does not represent 1624 percent of the 
gross deposits in all banks. You will come out to a much smaller 
percentage than that. However, you have a lot of banks that do have 
considerably less than 1624, you have a number of banks that have 
more than 16% percent. 
_ Mr. Barr. Mr. Loeffler, on page 12 I had a little difficulty follow- 
ing the income figures that you used, sir. If this bill had been in 
effect for the years 1951 through 1958 what would have been the net 
decrease in the income of the corporation ? 

Now, I got a little bit confused there. Assuming that this bill had 
been in effect during those years what would have been the net decrease 
in the income of the corporation ? 

Mr. Lorrrter. On the basis of this bill that you are considering to- 
day it would have been decreased an average of $11,368,000 each year. 

Mr. Barr. I see. And as deposits—on this basis as deposits go on 
up, if we didn’t make any change, and the deposits go on up in the 
next decade, that might get up to, say, 15. 
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Mr. Lorrrier. Yes, it very well could. 

Mr. Barr. I called the Bureau of the Budget about this liability 
situation. I don’t think I talked to the right man down there. 

I called the Treasury Department about this, and unfortunately 
everybody eats lunch at the Bureau of the Budget and the Treasury 
Department from 1 until about 2 o’clock. They wait until 1 until 
they go to eat. 

Mr. Chairman, I wonder if I would be out of order to have an opin- 
ion from the Bureau of the Budget and the Treasury on the subject 
of this contingent liability, as to whether it is needed and, secondly, 
as to whether we in the Congress of the United States can reduce rates, 
effective rates, and still maintain this contingent liability. 

Now, this Corporation has done a magnificent job. If there is 
one Corporation that has done well in the United States it is this 
one. You retired the Treasury stock that they originally had, which 
was set up to meet an emergency, and the Treasury contributed. Now, 
you retired that stock from the Treasury, and they told me that this 
3 billion contingent liability came in as that effect, and I wonder if 
we couldn’t go further and as the years go along if we should cut the 
rates. Bank profits seem to be pretty good this year. They were ex- 
cellent last year, and this year they are going to be better because 
they are not going to have the losses in their security portfolios. I 
have been watching it pretty closely myself. 

I think that it 1s not a question this year of bank profits. I just 
think that if we left the rates alone we could possibly maybe knock 
out the contingent liability and reduce it. The Secretary gets very 
nervous down there. I have heard him on the subject. He is afraid 
that some of these pigeons are going to come home to roost at the 
wrong time. 

Mr. Lorrrier. Well, Mr. Barr, I think about the only answer I 
can give to that is substantially what Mr. Wolcott said this morning. 
We certainly have a big psychological factor in this. Now, whether 
the Corporation ever needs this money or not, and Heaven forbid 
that we will, let me say that I think there is a great deal to be said 
for the fact that the public knows that we do have the Treasury 
standing in back of us on this thing. 

Now, whether it has to be $3 billion, or $5 billion, or $1 billion, 
I don’t know that anyone can say today. Certainly I think the time 
may come when that contingent liability can be reduced. I don’t 
know that this is the time. Personally, I doubt very much that it 
should ever be totally removed because of that very thing, the psy- 
chological factor, the value—I think the public has general confidence 
in the FDIC and its operations, that has been displayed many times, 
but nevertheless we are not the U.S. Treasury, and we don’t stand for 
everything that they do, and we are not as big as they are. The public 
knows them much better, and I think it is needed. 

Mr. Barr. Do you see the position it places us in? 

Mr. Loerrier. I can understand what you are driving at. 

Mr. Barr. In other words, I am suggesting that perhaps the banks 
are doing quite well this year, and I am delighted, I think their ec» pital 
structure should be improved, I will go on the record and state that, I 
am delighted to see them do well, but, on the other hand, it is difficult 
for me to advocate a reduction of assessment while you still have this 
guarantee by the Treasury ? 

54042—60-——5 
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Mr. Lorrrier. I understand what you are getting at, and your view, 
Mr. Barr. On the other hand, it seems to me that the possible reduc- 
tion that we are recommending, or that will be the result of these 
recommendations, is not so great as to have too much effect on the 
Corporation’s funds. We talk about 1 percent, so we will have maybe 
a timelag of 18 or 24 months in reaching it. 

Furthermore, I think the banks of the United States have done a 
magnificent job in paying these assessments that they have and going 
right along with it all the way through. Of course, as far as the 
reduction is concerned, again I say I don’t think it is too much, but 
what we are after is simplification. I think if it is going to be done 
this is one way that I know of to do it, and it has to be made as equi- 
table as you can among all of the banks. You can’t just slice off some- 
thing for some, or a few, and let the others go. 

Mr. Barr. I would be delighted to go for simplification. I would 
like to see your fund grow a little faster if possible. A hundred 
million dollars in the next 10 years isn’t to be sneezed at. 

Mr. Loerrier. No, indeed, it is not. It is certainly a lot of money, 
but again let us think for a moment of the income from investments 
increasing as the investment grows. There again, you can very well 
say to me, “Well, the answer to that is if you have this extra $100 mil- 
lion you would have that much more interest.” 

Mr. Barr. You would have that much better market for Govern- 
ment bonds, too; the Secretary is a little bit worried about that. 
Would it be out of order, sir, to ask an opinion from the Bureau of 
the Budget ? 

Mr. Brown. We will give it consideration. I won’t say at this 
time whether it is in order or not. 

Mr. Barr. All right, sir. No further questions, 

Mr. Brown. Mr. Vanik. 

Mr. Vani. Yes, I have several questions that I would like to ad- 
dress to the witness. I am sorry that I had to be called out of the 
hearing. Contrary to some of my colleagues, I have reserved opin- 
ions about the success of the vg ae and its purposes. I think 
it is doing very well right now, but I don’t think that we have yet 
faced up to storms than may come, and it is for these reasons that I 
have these reservations. 

I felt a little bit differently when the banks had a decent share 
of Federal securities in their portfolios, but since they have reduced 
their holdings I have become increasingly aware of the charges 
against this insurance fund. 

Now, one of the questions that I would like to ask, in effect you are 
asking here for a reduction of assessment income, isn’t that the sub- 
stance of one of the elements of this bill, among other things. 

Mr. Lorrrirr. That will be the result, yes. 

Mr. Vantx. Now, I want to direct your attention to an article that 
I read in Banking, for January 1960, by Arthur R. Upgren, entitled 
“Liquidity, Interest Rates, and the Banking System,” in which he 
talks about the declining liquidity of all banks by whatever definition 
he establishes in his article. He points out the declining liquidity 
ratio for all banks which was as high as 83 percent on December 31, 
1945, and which had declined on September 30, 1959, to 45 percent. 
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Now, in view of the reported decline of liquidity, can you really 
justify a system of assessment determination which will provide a 
reduced assessment rather than an increased assessment ¢ 

Mr. Loerrirer. Well, I don’t know just what that assessment reduc- 
tion might be, Mr. Vanik, as to the liquidity ratios. I don’t know why 
that should have too much effect. 

Mr. Vanik. Well, he points out in this article the sell-off of $25 
billion in Federal bonds which was in the portfolios of the institutions 
and I don’t think there is any dispute about the fact. 

The Government securities in the institutions were useful because 
they helped reduce the burden on the insurance fund. In view of 
the fact that we have seen this $25 billion flow out of the portfolios 
of the institutions which we talk about today, shouldn’t we instead 
be talking about increasing the assessment to in some measure cushion 
against the flow of the security that was represented by the investment 
in the Federal portfolio? 

Mr. Wotcorr. May I ask Mr. Greensides to discuss that with you? 

Mr. Greensipes. Congressman, the first duty and responsibility of 
of the bank is to serve the credit needs of the community. When 
it has excess funds on hand it puts them into securities. Now, speak- 
ing of 1945, you are starting out at the end of the war when banks 
did not have an opportunity to lend. All they could do with the 
increasing deposits was to place them in the Government funds or 
in Government securities, but as we returned to a peacetime economy, 
the banks began to reduce their holdings of Government securities 
in order that they could make loans to business and individuals. 

If you take the period from 1958 to 1959, you find that the holdings 
of Government securities in the commercial banks went down $714 
billion and the loans increased approximately $12 billion. 

Mr. Vantik. Well, isn’t that fact contrary to what the Federal 
Reserve policy has been to try to control the expansion of credit ? 

Mr. Greensives. But it does not want to prevent constructive loans, 
loans for constructive purposes. 

Mr. Vantx. Now, you talk about the need to provide credit; that 
is one of the needs of our banking system, but I consider even more 
fundamental the need of the banking system to provide security for 
the earnings and the savings of the people. 

I consider that far more important and paramount to the needs to 
provide credit. 

Now, solely on that issue, when we talk about the security that is 
represented by the insurance program, what do we have in the fund 
right now ¢ 

Mr. Greensipes. $2,100 million in the insurance fund. 

Mr. Vanrx. And what is the total amount of deposits that that is 
supposed to insure ? 

Mr. Greensipes. Well, we have a total deposit structure of about 
$243 billion in the commercial banks. But the banks also had at that 
same date $49 billion in cash or equivalent, $78 billion in securities, 
and there is a substantial amount of liquidity in the banking system. 

Mr. Vantk. Well, what would you say that it is now? According 
to this statement it was 45 percent on September 30, 1959. 

Mr. Greensipes. Forty-five percent ? 
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Mr. Vanix. Yes, that is the liquidity ratio in all banks. 

Mr. GREENSIDES. If we take Yn Mae securities of $58 billion 
plus $49 billion in cash or equivalent, you have $108 billion in relation 
to total deposits of $243 billion, so you are running approximately 50 
percent liquidity with regard given to prime loans. 

Mr. Vanix. Would you say that this Upgren statement is not 
correct ? 

Mr. Greensipes. I would say there is no reason to be concerned 
about the liquidity of the banks at the present time, and the banks are 
doing their best to serve the credit needs of the country. 

Mr. Vantx. Well, you talk about credit needs. I am talking about 
insurance because we are dealing with a fund to protect deposits. 

Mr. Greensipes. We feel that the security the banks are represent- 
ing to the public is adequate. 

Mr. Vantx. All right. Now, am I correct in saying, or is this 
article correct in pointing out, the $25 billion sale of Government 
securities by the banks of America? Is that correct? 

Mr. Greensipes. Between 1945 and the present time, that is per- 
fectly correct. 

Mr. Vanik. Most of the selloff having occurred in the very recent 
years. 

Mr. Greensipes. Well, there was a very active reduction in holdings 
of governments between 1945 and 1951. 

Mr. Vantk. Yes, but it was accentuated during the last 3 or 4 years. 

Mr. GReensipes. Yes, as credit demands increase, then the sale of 
securities will increase. 

Mr. Vantk. I am talking about the selloff of Government securities 
by banks. 

Mr. Greensipes. They will only sell them if they have another 
place to use those funds. 

Mr. Vanrx. That is right. Was there an accelerated selloff during 
the last 3 or 4 years, commencing with 1955? 

Mr. Greensipes. I can’t say it is accelerated. It will be greater 
in some years than others. I would say it is not. probable that it is 
as great in proportion as it was between 1945 and 1951, but I would 
have to check back to be sure. 

Mr. Vanix. Could you provide those figures for the record ? 

Mr. Greensipes. Yes, surely. 

(The figures referred to above may be found in the tables on 
pp. 110-111.) 

Mr. Vanik. Let’s go back to 1945 and bring it right up to date, so 
that we have for the record a report. of the total, and let’s deal with 
the institutions covered by this law; setting forth the holdings of 
Federal bonds as they varied in each year so they would indicate 
accurately the bonds that had been sold off in order to create this res- 
ervoir of credit which you say is necessary. 

Now, personally I feel that my deposits, however meager they are, 


are certainly safer in an institution that has a port folio of Federal 
bonds that can be turned into ready cash. Certainly without the 
great risk of depreciation that any other kind of investment the bank 
can have. Loans to corporations might be difficult to liquidate. J 
wonder whether or not as a condition for FDIC insurance the banks 
shouldn’t be required to maintain a certain portion of their deposits 
in the Federal securities. 
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Mr. Greensipes. The National Bank Act and the laws of the various 
States set forth certain liquidity requirement for the banks. 

Mr. Vanik. That is right. 

Mr. Greensives. And the banks generally are substantially in ex- 
cess of those minimum figures that the laws prescribe. 

Mr. Vantk. How low is the lowest minimum figure required by some 
of the States ¢ 

Mr. Greensipes. I think it is around 12 percent for demand 
deposits. 

Mr. Vanix. Around 12 percent in demand deposits. 

Mr. GrEENSIDEs. It would be less than that for time deposits: it 
might run anywhere from three to six. 

Mr. Vanik. And in your opinion is that an adequate requirement 
with respect to liquidity ? 

Mr. Greensives. It works very well. 

Mr. Vanik. Your statement is that it is an adequate requirement. 

Mr. Greensipes. It normally is adequate unless there is a case where 
the asset structure deteriorates. 

Mr. Vanik. Do you gentlemen concur in that, Mr. Wolcott, Mr. 
Loefiler ¢ 

Mr. Wo tcorr. Well, I think some of the information which you are 
asking for, Mr. Vanik, is in the economic indicators, your basic in- 
formation is found there and I think if we start off with that we can 
get those breakdowns for you. 

Mr. Brown. Would you pardon me, Mr, Vanik ? 

Mr. Vanik. Certainly. 

Mr. Brown. What is the function of a bank ? 

Mr. Greensives. The function of a bank is to serve the credit needs 
of the community. 

Mr. Brown. I am directing the question to Mr. Wolcott. What is 
the function of a bank ? 

Mr. Wotcorr. I think Mr. Greensides has answered it. very nicely. 

Mr. Vanrx. You adopt his answer ? 

Mr. Wotcorr. Yes, sir. 

Mr. Vanix. What is that reply ? 

(The answer was read.) 

Mr. Vani. Is that the total obligation ? 

Mr. Greensipes. If it does not so operate, it cannot continue. 

Mr. Murer. You are referring to the commercial banks. 

Mr. Vanix. Yes. Some people in my community have a different 
idea. 

Mr. Wo xcorr. If you don’t develop that factor as a prime factor 
in the maintenance of banks, then you might just as well get a safety 
deposit box and put your money in there. 

Banks are not. warehouses of people’s money. 

Mr. Vanik. The banks have other functions, I think. You are 
dealing specifically with the commercial banks as the definition has 
been narrowed and I think that is all right for the purposes of this 
hearing. I have no further questions, Mr. Chairman. 

Mr. Muurrr. I am afraid we may not have the complete picture 
here and I would like to have Mr. Greensides, if it is agreeable to 
him, when he stated in answer to Mr. Vanik’s question, the total 
number of deposits approximately I think he said $243 billion, that 
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he add on as part of that answer that I think it is $142 billion—what- 
ever the exact amount is—are insured deposits. Am I right? 

Mr. Greensives. Yes. 

Mr. Mutter. May he modify his answer accordingly so we have 
the complete picture? 

Mr. Brown. Very well. 

Mr. Mutter. And with reference to liquidity, I think we. will all 
agree in addition to the liquidity each bank is required to mamtain 
in accordance with either State law or Federal law if it is a national 
bank, those that are members of the Federal Reserve System always 
have a right and one of the reasons for being a member of the Federal 
Reserve System is to avail themselves of the Federal Reserve bank 
resources to keep them liquid in the event of need, isn’t that so, Mr. 
Wolcott? 

Mr. Wo corr. That is right. 

Mr. Vantix. Mr. Chairman, in the light of this discussion, in order 
to point out the basis of the questions I raised, I want to direct your 
attention, and I don’t expect you now to reply to it, but I would like 
to direct the committee’s attention to this January 1960 issue of Bank- 
ing, on page 50, on the article by Arthur Upgrin where he talks about 
the severe money panic of 1907 and then quotes from the Federal 
Deposit Insurance Corporation Annual Report of 1957 in which it 
is stated that there is no question that the present deposit insurance 
fund would be entirely inadequate should, for example, a situation 
similar to that of 1930 to 1933 recur. 

Certainly we don’t expect anything that bad, but. I am concerned 
with Mr. Upgrin’s statement: “We have then an indication that the 
U.S. monetary system could move inextricably toward a crisis which 
would be a centennial date in 1970. We should take advantage of 
the warning ahead of time, though the record of a democracy shows 
far more action taken after a crisis than in advance” and he talks 
about several remedies among which is the increase in the system of 
branch banking. 

Then his third alternative, another remedy would be to accept the 
coming of the crisis and then to place large amounts of U.S. securities 
in all threatened banks and to accept for the Federal Government a 
subordinated deposit. 

Now, I am very much concerned. 

Mr. Wotcorr. Another remedy 

Mr. Vanrx. Another remedy would be to accept the coming of the 
crisis and then to place large amounts of U.S. securities in all of the 
threatened banks and to accept for the Federal Government a sub- 
ordinated deposit. 

Mr. Wotcorr. Is he trying to create a market for Government 
securities ? 

Mr. Vanrk. I don’t think so. I think he is concerned with the 
stability of our banking system. This is one of the finest articles I 
have read in this magazine. If I may finish my statement, I think 
the gentleman was very, very seriously concerned about the stability 
of the system and concerned with those things that he thought would 
help make it more sound and stable for the generation ahead. 

Mr. Hiestanp. I was just interested in who the author is and his 
background. 
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Mr. Vani. Well, he is not a member of the Democratic ent he 
is professor of economics and director of economic studies in St. Paul 
Minn. He is also consultant to the banks in Minneapolis and St. Paul 
and it goes on with his history. It is a very scholarly article. 

Mr. Brown. We are glad to have your testimony. You may be 
excused. 

Mr. Mullins, will you come around? 

Mr. Wotcorr. We appreciate the attention you have given us, Mr. 
Chairman. 

Mr. Brown. Weare very glad to have you. 

Mr. Mullins, you may proceed. 

Mr. Mutts. Thank you, Mr. Chairman. I have a prepared state- 
ment which I will read. 

Mr. Brown. All right. 


STATEMENT OF R. L. MULLINS, CHAIRMAN, LEGISLATIVE COMMIT- 
TEE, THE INDEPENDENT BANKERS ASSOCIATION OF AMERICA 


Mr. Muturns. Mr. Chairman and members of the subcommittee, my 
name is R. L. Mullins. I am president of the Wolfe City National 
Bank, Wolfe City, Tex., and chairman of the legislative committee of 
the Independent Bankers Association of America, an organization 
representing about 5,750 banks in 40 States. The Independent 
Bankers Association has its headquarters in Sauk Centre, Minn. 

My appearance here today is in connection with H.R. 8916 and H.R. 
8928, both of which, I understand, deal with the general problem of 
simplification—the simplification of the method of arriving at deposit 
totals upon which the Federal Deposit Insurance Corporation makes 
assessments against member banks. 

The legislative committee of our association has twice met with the 
executive council of our association and discussed this legislation. 
We endorse the proposed changes and urge their enactment into Jaw. 

The savings to be had from the changes recommended are not. in- 
consequential. The relief from detailed reports and the correspond- 
ence which often follows would be welcomed by many small banks. 
All businesses, both large and small, and practically all other organi- 
zations are now surrounded by an astonishing amount of paperwork, 
and to be relieved of even a small part of that paperwork would be a 
relief. 

In our discussions it was developed that there is some opposition to 
this legislation. Some large banks and some clearinghouses in the 
larger cities have either opposed the changes which the proposed bills 
make, or recommend that an alternate method be diss Those of 
us who favor the bills as they were originally introduced are not 
anxious to work a hardship on any bank, but we do feel that the bene- 
fits provided by the proposed legislation offset, to a great extent, any 
individual hardship that would be imposed by it. 

The insurance of bank deposits is on a group basis and we believe 
that the deductions authorized are reasonable and fair when considered 
from the group basis. Actually the 1624 percent reduction, offhand 
and without investigation, seems a bit high to me. At any rate, it 
is acceptable. 
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This concludes my testimony, except that I did bring along some 
correspondence between the FDIC and my bank. The correspond- 
ence relates to deductions which we made in arriving at our assess- 
ment base. It might illustrate to the members of this subcommittee 
what actually takes place under the present laws and regulations un- 
der which the FDIC operates. I shall be glad to go into it if it is 
the desire of the committee. 

That concludes my statement, Mr. Chairman, except that I would 
like to make an oral statement. 

Mr. Brown. You may proceed. 

Mr. Mututns. In view of some of the testimony and questions that 
I have heard asked by members of the subcommittee today, I would 
say that the banks that I represent—I think I represent them, our 
association does—are not particularly interested in the savings or 
the effective reduction of the assessment rate. They are more inter- 
ested in simply having simplification of these reports than anything 
else. 

As I have said, the savings are not, to be sure, inconsequential, but 
that is not our particular interest. 

I don’t think there would be much squawk from the small banks 
that I represent if the effective rate is not reduced. There will be 
very little if it is increased. That concludes my statement. 

Mr. Brown. Are there any questions of the witness, gentlemen ? 

Mr. Mutter. Mr. Chairman, I would like to get the witness’ state- 
ment clear in my own mind. 

Do I understand that you think that the assessment rate as far as 
the actual return to the FDIC is concerned, that that amount should 
not be reduced, that FDIC should continue to get the same amount 
comparatively that it has been getting for the past 10 years? 

Mr. Muturs. I didn’t say that it should not be reduced. I just 
said I did not think there would be any complaint from the small 
banks if it were not reduced. 

The matter of reduction is entirely up to the FDIC and I think that 
they would abide by it without any squawk or any demand for reduc- 
tion of the rate or anything. Most small banks appreciate the FDIC. 

Mr. Mutter. And is it fair to say that most of the banks that are 
members of the Independent Bankers Association are not asking for 
any decrease in the amount of assessment they are required to pay to 
FDIC? 

Mr. Mutts. No, they are not asking for it. I wasn’t asking for 
it in the case of my bank. 

The benefits of the FDIC for the small bank are so great. that I 
don’t think small banks would complain if the assessment was doubled 
or tripled. 

Back in 1933 or 1939 it was five or six times what it is now and 
there weren’t complaints. FDIC has done a wonderful job. 

Mr. Moutrer. You didn’t have any complaint when it was one-half 
of 1 percent? 

Mr. Motus. No, I didn’t complain. I wouldn’t complain if it 
went back to one-half of 1 percent. 

Mr. Mutter. Did your association make any study of what, in your 
opinion, should be the reserve of FDIC, the reserve fund ? 

Mr. Motus. As an association I don’t think we have ever made 
any such study, Mr. Multer. There has been a discussion between 
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individuals and I might say as for myself I would like to see the 
fund larger. I am naturally conservative and the question has been 
raised here this morning about the $3 billion that the Federal Deposit 
Insurance Corporation has as a contingent liability from the Treasury 
Department. I may be wrong about this, but it has been my impres- 
sion all along that if the Federal Deposit Insurance Corporation had 
to fall back upon this $3 billion, the $3 billion would eventually have 
to be replaced in the Treasury by the banks. That hasn’t been men- 
tioned so far in the testimony today. 

Mr. Mutrer. Well, of course, it would be a loan only. 

Mr. Muturns. That is my point. It is just a commitment to borrow 
$3 billion if it is necessary. 

Mr. Vanik. It isa guarantee. 

Mr. Mutuins. Yes. 

Mr. Murer. As a matter of fact, isn’t it more a psychological 
gadget or gimmick than anything else? Am I not correct that the 
actual depositor believes that his deposit is insured by the U.S. Gov- 
ernment and he expects the U.S. Government to make it good in the 
event of default? Isn’t that the reaction of the average depositor ? 

Mr. Mutuins. I think so, and we bankers get all concerned about 
technicalities and the man in the street who puts his money in a bank 
just wants to know can he get it back and I want him to get it back. 

Mr. Mutrer. Thank you. 

Mr. Brown. Are there any further questions? 

Mr. Vanix. I would like to ask the gentleman, Do you see much 
need for this bill, then? We are spending quite a lot of time on it. 

Mr. Muturns. The simplification—— 

Mr. Vanix. You dealt solely with the matter of assessment. 

Mr. Muturns. Well, we appreciate the simplification. We would 
much rather be billed by the FDIC than to have to work it all out 
and go through this correspondence. I have quite a bit here that has 
taken place between my son and the Federal Deposit Insurance 
Corporation. 

The Corporation is charged with the responsibility of making sure 
that the assessments as they are made, I mean as the reports are made 
by the bank, are correct and it takes a lot of—sometimes it takes a lot 
of correspondence to establish the fact that they are correct. They 
would naturally inquire into these things. There is no criticism of 
the FDIC on my part, but if we could just be relieved of that, it would 
save a whole lot of time for my bank and hundreds of small banks. 

Mr. Vantk. Do you personally feel that the insurance reserve is 
adequate to cover the deposits involved ¢ 

Mr. Muturns. I think with conditions as they are now, they are. 
Conditions might become much worse. 

I would like to see the fund grow. I would like to see it enlarged. 

Mr. Vantk. You would like to see it cover contingencies we have 
yet to meet ? 

Mr. Mvtutns. I would like to see it grow to the point where the 
check on the Treasury would be eliminated to accomplish the same 
thing the Congressman mentioned this morning. 

Mr. Vantk. Thank you very much. 

Mr. Brown. Any further questions, gentlemen ? 

Mr. Hiesranp. Mr. Chairman. 
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I gather, Mr. Mullins, that you approve of this bill on the basis that 
the simplification is very, very worth while? 

Mr. Muturns. Yes, sir, and, of course, there are a few little correc- 
tive measures in the bill such as the definition of a deposit, the insur- 
ance of officers’ checks and other corrective matters that have been in- 
cluded which are highly desirable. 

Mr. Hiesranp. And it is your opinion that bankers generally would 
so agree ? 

Mr. Muturns. Yes, sir. 

Mr. Hiestranp. Thank you very much. 

Mr. Brown. Any other questions, gentlemen ? 

Mr. Moorneap. Mr. Chairman. Mr. Mullins, if we changed this 
bill so as to keep the total assessments coming into the Corporation 
the same, would you recommend that we make an adjustment in the 
1624 percent, in the 1 percent of time deposits or in the 6624 credit 
refund ? 

Mr. Motus. That is a technical matter. As I said, the 1624 per- 
cent deduction seemed a little large to me. I am not in a position to 
argue it is too large or too small because I don’t have access to the 
records that the Federal Deposit Insurance Corporation has or the 
background of experience, but I would think that this should be left 
just exactly like is recommended, 1624 percent. 

Now, then, the credit is a matter also—I think it is discretionary 
on their part at the end of operations for a given year, if they can ex- 
tend the bank’s credit they do so. That is my impression of it. I may 
be wrong. 

Mr. Moorueap. I believe that the bill says if they have sufficient 
funds, they will give a credit of 6624 percent, which does in effect 
change the net assessment. 

Mr. Muturns. By 6% percent. Well, I wouid bow to the Federal 
Deposit Insurance Corporation on that; if the agency sees it in that 
light I would go along with that. 

Mr. Moorneap. The total effect of the 1624, the 1 percent, and the 
6624 is to reduce the net receipts of the Corporation, and slow down 
the building up of the fund ? 

Mr. Muuuins. That is correct, but that is not the sole reason that we 
endorse the bill. 

Mr. Moorueap. I understand. 

Mr. Barr. The matter of simplification is very important to the 
average small bank, is that not correct, sir? 

Mr. Mututns. Oh, yes, the exchange of letters and the fact that 
in small banks we don’t have people technically trained as they are 
in some of the larger banks, and we may make some mistakes that 
require a lot of correspondence, 

These things happen once or twice a year and in a large bank with 
a controller and an auditor, they might not make those mistakes, but 
we would make them. It would be a great help to us if we just got 
a bill from the Federal Deposit Insurance Corporation which said, 
“You owe us so much,” and there would be no question about it and 
we would send an officer’s check which would be insured, and we 
would be saved a lot of time and trouble. 

Mr. Barr. Thank you, sir. 

Mr. Brown. Is that all, Mr. Barr? 
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Mr. Barr. Yes, sir. 

Mr. Brown. Any other questions, gentlemen ? 

Well, Mr. Mullins, tale you very much for your statement. You 
may be excused. 

Mr. Grant W. Anderson. Mr. Anderson is vice president of North- 
western National Bank of Minneapolis. 


STATEMENT OF GRANT W. ANDERSON, VICE PRESIDENT, NORTH- 
WESTERN NATIONAL BANK OF MINNEAPOLIS 


Mr. Anperson. Mr. Chairman, gentlemen of the committee, I ap- 
pear here solely as an officer of our own bank and I represent no group 
or organization, and I speak only for ourselves. 

We do not oppose the passage of this bill. As far as our own bank 
is concerned, our auditors and controllers tell me it will result in 
very little saving or simplification of work. Our gross assessment 
will be practically the same. However, by reason of the increased 
credit from 60 percent to 6624 percent, we expect to make a slight 
saving in the net cost of our insurance. That will not be very great. 

We have made an analysis of the earnings statement of some of our 
correspondent and affiliated banks and we know from that analysis 
that the smaller banks will make a substantial saying in their net cost. 

Their gross assessment will be less and, because of the increased 
credit they will get, their net cost will be considerably reduced. We 
are glad to see the smaller banks get that saving. 

In our opinion, it will average from 12 to 15 percent in their net 
cost. So we don’t oppose their getting it and we don’t oppose the 
passage of the bill. 

There are, however, certain technical features of this bill which 
we think are wrong. Mr. Multer pointed out one of them here a little 
while ago when he called attention to the fact that the FDIC was now 
proposing to insure expense checks. That is not a deposit. 

Mr. Multer was absolutely correct in calling attention to that. 
These technical features of the bill which we will call attention to are 
similar to the one that he mentioned. 

When we see something which we think is wrong, we feel that we 
ought to call the attention of you gentlemen to it so that you can take 
such action with respect to it as you think is proper. Now, if I 
could ask the members of the committee to turn to page 2 of the 
printed bill, beginning down at line 19, it says— 

Money received or held by a bank (or the credit given therefor) in the regular 


course of business for a special or specific purpose, regardless of the legal rela- 
tionship thereby established— 


and notice that— 


regardless of the legal relationship thereby established, including, without being 
limited to, escrow funds, funds held as security for an obligation due to the 
bank or others (including funds held as dealers’ reserves), or for securities 
loaned— 

and so forth. 

Now, by that section of the bill the Federal Deposit Insurance 
Corporation seeks to classify as deposits reserve funds, that is dealer 
reserves, holdback accounts, and cash collateral held as security for 
loans. 
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We think that those are not the deposits which are contemplated 
would be covered by FDIC insurance and the courts have so held and 
still FDIC persists in attempting to assess those accounts. 

FDIC recognizes to some extent that they are wrong because if you 
will turn to page 3, line 6 

Mr. Vanix. What are those three things that you are talking about? 

Are you talking about collateral and the holdbacks? 

Mr. Anperson. Yes, dealers’ reserve funds, or holdback accounts, 
and really they are the same thing, or cash collateral held as security 
for loans. 

Cash collateral held as security for loans usually arises from ac- 

counts receivable financing. If you turn to line 6, page 3, you will 
derive that the FDIC makes an exception to classifying these accounts 
as deposits because they say: 
Provided, That there shall not be included funds which are received by the bank 
for immediate application to the reduction of an indebtedness to the receiving 
bank or under conditions that the receipt thereof immediately reduces or ex- 
tinguishes such indebtedness. 

Now, in other words, they say cash collateral which is for immediate 
application to the reduction of the indebtedness is not taxable or assess- 
able, whereas cash collateral which is to be applied in reduction of 
the indebtedness at a later time is assessable. 

Then if the members of the committee would turn to page 10, I think 
it is, down at line 16—I am sorry, page 10, line 16. This relates to 
the assessment report that the bank is supposed to make. If you will 
notice they refer there at line 5, they say, “and less.” 





(ii) The amount of deposits included in reported deposit liabilities which 
are accumulated for the payment of personal loans and are assigned or pledged 
to assure repayment of the loans at maturity and such amount may be sub- 
tracted from time deposits— 


and so forth. 

Well, in other words, they now recognize that certain cash col- 
lateral is deductible but they say it is deductible from time deposits 
rather than demand deposits. In other words, you put it in as a 
demand deposit, but you take it out as a time deposit, where you get 
1 percent for time deposits and you get 1624 for a demand deposit. 

Well, we personally can see no reason why there should be any dis- 
tinction between one kind of cash collateral and another. Therefore, 
we have suggested certain changes. I have prepared a written state- 
ment, and I think it perhaps would be better if I would read this 
written statement now that I have made this preliminary statement, 
if that is agreeable to you gentlemen. 

The two bills referred to above provide for a flat or arbitrary deduc- 
tion equal to 1624 percent of demand deposits in lieu of float and 
other deductions now permitted under the present act. The bills, as 
drawn, fail to recognize the vast differences which exist as between 
banks in the types of business which they conduct. Likewise, the 
bills fail to recognize the differences in local practices and procedures 
employed by customers of the different banks. If the bills are adopted 
as presently drawn, unfair discrimination as between banks will 
result. Some of this discrimination could be eliminated if the two 
changes which are hereinafter discussed are accepted by the com- 
mittee. 
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REQUESTED CHANGE NO. 1 


When I prepared this statement I am sorry I did not have a printed 
copy of the House bill, and so I had to refer to the Senate bill, and I 
meant no affront to the House, I assure you, but these references are to 
the Senate bill. 

The proviso in subsection 3 of the definition of the term “deposit” 
appearing in lines 5 to 10, inclusive, on page 3 of S. 2609, and reading 
as follows: 

Provided, That there shall not be included funds which are received by the 
bank for immediate application to the reduction of an indebtedness to the re- 


ceiving bank, or under condition that the receipt thereof immediately reduces 
or extinguishes such an indebtedness. 


Should be amended so that as amended it will read as follows: 


Provided, That there shall not be included funds which are received by the 
bank for the purpose of securing a liability to the bank which are in an amount 
not in excess of such liability and which are not subject to withdrawal by the 
obligor and are carried in a special non-interest-bearing account designated to 
properly show their purpose. 

Now, I will take up the explanation of that before I go to the second 
requested change. ‘That is a little out of order, but I think I can make 
it a little clearer that way. 

The explanation of requested change No.1. This requested change 
relates to the proper treatment for FDIC assessment purposes, to be 
accorded to cash collateral, holdback accounts, dealer reserve accounts, 
and other similar accounts carried by the bank. As will hereinafter 
be shown, such accounts are not “deposits” in any true sense of the 
word. Notwithstanding that fact, FDIC for years has attempted to 
assess them. This attempted assessment of such accounts has already 
been the subject of a vast amount of controversy, dispute, and litiga- 
tion between FDIC and the banks. See /D/C v. Continental Illinois 
National Bank & Trust Co. of Chicago (245 F. 2d 567, certiorari de- 
nied, 355 U.S. 877). See also FDIC v. Irving Trust Co. and FDIC 
v. Guaranty Trust Co. of New York (137 Fed. Supp. 145). 

Most of the disputes arose under the 1935 act, and resulted from an 
erroneous opmion issued by the district court in Jndustrial Bank of 
St. Louis v. FDIC (93 Fed. Supp. 916, decided 1950). In the Con- 
tinental Bank case, supra, the reasoning of the /ndustrial Bank case 
was rejected. In denying certiorari, the U.S. Supreme Court in ef- 
fect also rejected the reasoning of the /ndustrial Bank case. 

When the 1950 act was adopted, Congress inserted therein the above- 
quoted proviso that 

* * * there shall be not be included funds which are received by the bank for 
the purpose of securing a liability to the bank which are in an amount not in ex- 
cess of such liability and which are not subject to withdrawal by the obligor 
and are carried in a special non-interest-bearing account designated to properly 
show their purpose. 

If I could just leave the prepared statement for a minute, what I 
am suggesting is that this abril on page 3 of the act which I 
suggested be omitted and the language from the 1950 act be incor- 
porated in its place. 

This language in the 1950 act is not my drafting. I understand it 
was drafted by Mr. Oppegard, in the FDIC office. It has served a 
very useful purpose in putting an end to the controversies between the 
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banks and FDIC from 1950 on. What I am proposing is that that 
same language be carried forward now into this proposed new act. 

The extent of the controversy between the banks and FDIC is 
illustrated by the foregoing excerpt from the opinion of the Court in 
FDIC v. Irving Trust Co., supra. 

In 1946 the FDIC commenced its first audit of insured banks. By the end of 
1949 several hundred of the larger insured banks in the country had been 
examined. The audits showed that while many of the banks which had accounts 
containing funds of the kind here in dispute had, in their certified statements 
to FDIC since 1935, included the balances of those accounts in their assessment 
bases and had paid the required assessments thereon, about 85 of the largest 
banks, including the defendants, had not. Early in 1950, FDIC made demand 
on all insured banks which had such accounts but had not so certified and paid, 
to file amended certified statements which would include such balances in their 
assessment bases and to pay the proper assessments thereon. Every bank on 
which this demand was made complied, except Guaranty and Irving. 

In the Continental Bank case, supra, the court held that FDIC was 
wrong and the banks were right from the outset. Therefore, all banks 
which had been prevailed upon by FDIC to pay the wrongful assess- 
ment, rather than to fight with FDIC, had paid an assessment which 
they were not legally obligated to pay and for which no redress then 
remained, the statute of limitations having run. 

Now, if I could digress again, we were one of the banks which felt 
that those funds were not properly deposits on which we were obliged 
to pay an assessment, and we resisted it. However, FDIC called 
our attention to the fact that under the 1950 act it had all been taken 
care of by this proviso which I am now asking that we retain in the 
new statute. 

So in reliance upon their assurances that everything was taken care 
of, rather than to fight with FDIC over the past assessments, we paid 
the past assessment in the belief that the whole controversy was now 
behind us. But now we are going back to the same position under 
this proposed new act that we would have been in under the 1935 
act in which the court held that the FDIC was wrong in trying to 
make the assessment, and the banks were right in resisting it. 

The FDIC officials claim that the 1624 percent deduction, which is 
alowed under the proposed new bill, is intended to include a proper 
allowance for the disputed accounts. But the same 1634 percent is 
allowed to all banks. A bank which has no cash collateral, holdback, 
or dealer reserve accounts is allowed the same 1624 percent deduction 
as a bank which has a large amount of such accounts. Furthermore, 
the 1624 percent deduction bears no relation whatever to the actual 
amount 2 ya accounts. Obviously, therefore, the bank which has 
no such accounts is being treated more favorably than a bank which 
does. This results in an unfair discrimination as between banks. _ 

Officials of FDIC further argue that the purpose of the new act 1s 
to obtain simplification of the method of computing the assessment. 
But simplification, however desirable, does not justify imposing an 
assessment upon accounts which are not “deposits” in any true sense 
of the word. Furthermore, the so-called simplified method already 
recognizes the necessity for making some exceptions. See lines 7 to 
21 on page 10 of S. 2609. As now drawn, the bills allow for deduc- 
tions of the so-called on-us items, and also allows deductions of cash 
collateral to secure so-called personal loans. Separate computations 
must be made in order to compute those deductions. Computation of 
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all cash collateral, holdbacks, and dealer reserves could just as easily 
be made without undue interference with the desired simplification. 

On the question of whether the cash collateral, holdback, and dealer 
reserve accounts are or are not deposits in the true meaning of the 
word, we refer to the opinion of the Court in the Continental Bank 
case, supra. At the outset, the Court recognized that certain accounts 
were exempt from assessment. The Court said: 

It appears plain that the assessment base is the deposit liability of the bank 
but that this does not encompass all of a bank’s accounts even though labeled 
as deposits. 

As respects a dealer’s reserve, or contract reserve, the Court said: 


In our view, the credit extended to the reserve account (that is, the 10 per- 
cent withheld from the purchase price) does not fall within the terms of the 
statutory definition because it created in both the customer and the bank a right 
which was only conditional. Whether the customer could utilize this credit 
depended solely upon performance by the buyer. If the buyer performed his 
obligation, the purpose for which the so-called deposit was made was accom- 
plished; in that event, the 10 percent belonged to the customer. On the other 
hand, in case of default on the part of the buyer, the 10 percent deposit became 
that of the bank. As we have noted, this was the purpose of the arrangement 
between the customer and the bank. 

We are unable to discern how it can be held that the credit extended to the 
reserve account can be characterized as “money or its equivalent received by a 
bank.” It must be certain that the bank received no money from the customer, 
that it received only the contract which it purchased. Can such a contract be 
considered as the “equivalent” of money? We think the answer must be in the 
negative. 

In FDIC vy. Irving Trust Co., supra, the Court held that cash col- 
lateral and reserve accounts not in excess of customer’s liability to 
the bank were not assessable under the 1950 act. They were not 
assessable. If the requested change No. 1 is adopted, cash collateral 
would not be assessable under the new act unless and to the extent 
that the amount of cash collateral exceeded the liability for which it 
was held as security. 

Referring again to funds held as collateral, we note that the pro- 
posed amendments discriminate between funds which are accumulated 
for the payment of personal loans and those which are accumulated 
for the payment of other types of loans. We see no logical reason for 
such discrimination. Furthermore, we can see a great deal of room 
for disagreement as to which are personal loans and which loans are 
not, personal loans. This discrimination should be corrected. 

On this same subject we note that funds which are received by the 
bank for immediate application to the reduction of the indebtedness 
are not to be treated as deposit liabilities. 

(Query: What constitutes immediate application? How soon must 
the funds be applied ¢ 

To illustrate: It is common practice for banks engaged in accounts 
receivable financing to credit checks to a collateral account for a short 
period of time until the bank is satisfied that final payment of such 
checks has been obtained. 

Query: Is this immediate application, or isn’t it? Obviously, it 
would not be immediate application in a strict sense of the word. 
How then should it be treated ? 

Another illustration: Banks engaged in accounts receivable financ- 
ing frequently permit funds to accumulate in the account for a reason- 
able period before making the application so that the application can 
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be made in an orderly fashion and without an undue amount of cler- 
ical work on the part of the borrower or the bank. Sometimes the 
application is made once a week. Other times it is made when funds 
in the account have accumulated to a sufficient amount to warrant an 
application. Would such procedure be considered to be an immediate 
application or something else? If the word “immediate” is retained 
in the proposed statute, it ought to be clarified and made to coincide 
with accepted banking practices. 

Well, that is the end of my comments on the requested change 
No. 1. 

Now, as to requested change No. 2, and, if you would turn, gentle- 
men, to page 10, you will notice I am proposing that the words “or 
payable or collectible at or through,” be inserted after the word “on,” 
on line 7, page 10. 

If this change is made then the sentence in question will read as 
follows: “And less the amount of cash items in its possession drawn on 
or payable or collectible through itself which have not been charged 
against deposit liabilities at the close of business on the date as of 
which the report of condition is made.” 

Now, by way of explanation, the FDIC recognizes that the so-called 
on us items, that is, items drawn on the bank and in its possession at 
the close of a base day but which have not been charged to the drawer’s 
account, should not be included in the assessment base because to do so 
would mean that there would be a double assessment on those funds. 
It would be assessed first to the account of the depositor who made the 
deposit and, second, it would be assessed to the account of the depositor 
who drew the check. So they recognize that those so-called on us 
items should not be included in determining the assessment. base. 
What I am saying is that not only the on us items but also items which 
are payable on, at, or collectible through the bank should also be elim- 
inated. The explanation, as I have set it forth here on page 5 of my 
statement, it is not very long. I will read it as rapidly as I can, 

The purpose of this requested change is to make it clear that. items 
which are collectible at or payable through a bank would be treated the 
same as other so-called on us items of the bank. Double assessment. of 
a substantial amount of deposits will result unless this change is made. 

Officers of FDIC have suggested the following solution in respect to 
the above-mentioned change: 

Items payable at or through a bank should be treated on the basis of what 
actually transpires, i.e., if the bank has the right to immediately charge the 
account on which drawn it should do so and they would be treated the same as 
any other on us items. On the other hand, if the bank does not have the right to 
make an immediate charge for such items against the account on which drawn 
it should not have the right of deduction. 

But when you analyze this question and break it down, you see that 
the answer is not so simple as that. This type of item has been the 
source of much controversy between the baits and the staff over a 


period of many years. Many bank customers prefer to draw drafts on 
themselves which are payable at or through or collectible at or col- 
lectible through the company’s regular bank. These items are accu- 
mulated by the bank each day and presented to the depositor, and the 
depositor then gives the bank a check drawn on itself in payment 
thereof. Now, under the proposed amendment, items of this kind 
which have not been collected at the close of business on the call date, 
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would be subject to double assessment. The staff recognizes that the 
so-called on us items should be deductible so as to avoid double assess- 
ment. The same treatment should be accorded items which are col- 

lectible at or through the bank or payable at or through the bank. To 
say that if the bank has the r ight to immediately charge the item, then 
the item should be treated the same as other on us items, does not solve 
the problem. In some States where an item is payable at a bank, it is 
equivalent to an order on the bank to pay the item and charge it to the 
depositor’s account. See section 87 of the uniform negotiable instru- 
ments law. In other States, the law is just the opposite. 

To illustrate: In New York State, if the item is “payable at” the 
bank, it is equivalent to an order on the bank to pay the item and 
charge it to the depositor’s account. On the other hand, in Illinois 
and Minnesota, it 1s not equivalent to an order to the bank to pay 
the item. Therefore, “payable at” items held by a New York bank 
would be exempt from assessment but if they were held by an Illinois 
or Minnesota bank, they would be subject to assessment. Obviously 
such discrimination cannot be justified. It would be unfair if the 
Illinois and Minnesota banks were obliged to pay an assessment on 
such items if the New bare banks do not have to. In addition, items 
which are “collectible at” or “collectible through” the bank prgeee 
have to be treated differently than items which are “payable at” the 
bank. Likewise, items “p: ayable ee ol the bank would atom to be 
treated differ ently than items “payable at.” Here again the answer 1S 
simple. All of these items could be tre: ted the same as “on us” items, 
and it is proper that they should be. In practical effect, there is no 
real distinction between the uncollected “on us” items and the un- 
collected items which are payable or collectible at or through the 
bank. 

Now, as I told you at the outset, gentlemen, that represents our own 
views and we are not speaking for any other bank or any other group. 

I will say this, however: I have discussed these same technical ques- 
tions with a number of bankers in New York and Chicago and while 
I am not authorized to speak for them, they have said to me that they 
think I am absolutely correct. % hether they want to speak on their 
own behalf, that is up to them. I do thank you for your time and if 
you have questions I would be glad to try to answer them. 

Mr. Brown. Mr. Anderson, do you feel like there is some need for 
some legislation in this field ? 

You are supporting this bill with certain amendments ? 

Mr. Anprerson. Yes, I do. 

Mr. Brown. Mr. Barr, do you have any questions ? 

Mr. Barr. No questions. 

Mr. Brown. Mr. Hiestand ? 

Mr. Hiesranp. Mr. Anderson, this requires quite a little study and 
it requires some familiarity with the operations of a bank, inside a 


bank. 

Mr. Anperson. That is right. 

Mr. Hiestanp. Mr. Chairman, I would like to ask unanimous con- 
sent that we request the FDIC to submit an itemized reply to each of 
these things. I think getting both sides of the thing may clarify it. 

Mr. Brown. I think that would be a good suggestion. 

Could you do that, Mr. Wolcott ? 
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Mr. Wotcorr. We haven’t had the benefit of the statement, but 
I assume we will have the benefit of it tomorrow. 

Mr. Brown. Yes. 

Mr. Barr. Most of the business colleagues I know would agree that 
this 10 percent dealer reserve is probably a deposit. I know of noth- 
ing that rankles us more than this dealer reserve when we have to 
sell paper to the banks. I don’t know why this isn’t a deposit because 
you still have the use of the money. You also have the security of 
the endorser behind it. 

Mr. Anperson. Well, I presume you have a dealers’ reserve in your 
own transactions. 

Mr. Barr. That is correct, but I use it too. I count it as a deposit. 

Mr. Anperson. I don’t see how you can, because when you buy a 
contract for a thousand dollars, you take—instead of paying the full 
$1,000 you set up a 10 percent reserve to protect you against losses. 

Now, that is not cash that you receive. What you receive is a 
$1,000 contract. 

Mr. Barr. And the dealer’s signature. 

Mr. Anperson. And the dealer’s signature, and so you didn’t re- 
ceive cash. All you received is a piece of paper on which you expect 
to collect $1,000 and for which you paid $900. The other $1,000 is 
your protection against loss on the whole batch of paper that you buy 
from this same dealer. 

Now, when the contract is paid up and you actually collect the full 
$1,000, I am not sure just what you do with the extra $100 when you 
get it, but at least until the contract is paid up you haven’t received 
any cash and therefore all you have is a piece of paper. When you 
have gotten out of that paper what you have invested in it, what is 
left goes back to the dealer that you bought it from. The bank 
never did get any cash on it. 

Mr. Barr. I just think that there is probably strong prejudice 
among us who have to sell paper to banks that this dealer reserve 
probably does constitute a deposit. 

Mr. Anverson. Well, I think that in your own finance company 
you will find it desirable to use that same protection against loss. 

Mr. Barr. We can turn them into U.S. Government bonds and 
quite a few other things to use that money which we don’t have the 
advantage of when we are dealing with the banks. 

Mr. Brown. Any other questions, Mr. Barr? 

Mr. Barr. No, sir. 

Mr. Brown. Any other questions, Mr. Hiestand ? 

Mr. Hiestanp. No, sir. 

Mr. Brown. Thank you very much for your statement. You may 
stand aside. 

Mr. Wolcott, we have only two witnesses to be heard tomorrow. 
I wonder if you and your assistants could make yourselves available 
tomorrow ¢ 

Mr. Wotcorr. We will be very glad to. 

Mr. Brown. Well, the committee is now adjourned, to convene 
at 10 o’clock tomorrow. . 

(Whereupon, at 4:05 p.m., the subcommittee was adjourned, to 
reconvene at 10 a.m., Wednesday, April 6, 1960.) 
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WEDNESDAY, APRIL 6, 1960 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscoMMITTEE No. 2, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. Paul Brown, Chairman of 
the subcommittee, presiding. 

Present: Mr. Brown (presiding), and Messrs. Multer, Barrett, 
Vanik, Barr, Moorhead, Kilburn, Hiestand, and Fino, 

Mr. Brown. The committee Ww ‘ill come to order. 

Our first witness this morning is Mr. Thomas E. Mead, auditor of 
the California Bank, accompanied by Mr. Robert Williams, vice 
president and secretary. 

Allright, gentlemen, you may proceed. 


STATEMENT OF THOMAS E. MEAD, AUDITOR OF CALIFORNIA BANK; 
ACCOMPANIED BY ROBERT WILLIAMS, VICE PRESIDENT AND 
SECRETARY 


Mr. Meap. Mr. chairman and members of the committee, my name 
is Thomas E. Mead. Since 1957 I have been auditor of California 
Bank in Los Angeles. Prior to that time I served for some 18 years 
on the staff of the Federal Deposit Insurance Corporation, in capac- 
ities from audit clerk to Deputy Chief of the Audit Division. In 
the latter position I handled all of the internal and field audit ac- 
tivities of the Corporation. 

The many years I spent with the Corporation here in Washington 
confirm the very great respect for the Congress and the legislative 
process which I had previously acquired from service as a very young 
man on the staff of Senator F. Ryan Duffy of Wisconsin. Many 
times during my career in the Government and industry have I wished 
that more people could have had such an opportunity to participate 
in the legislative process. 

1 am appearing today to oppose enactment of the two bills now 
before this subcommittee, H.R. 8916 and H.R. 8928. We, together 
with a number of other bankers who have studied the provisions of 
these bills in detail, feel that enactment of this proposed legislation 
would not be in the public interest. The two features of the bills in 
question which we believe are of primary importance, and which are 
of particular concern to us, are: 

First, a proposed change i in the determination of the assessment 
base. 
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Under the present law, the FDIC assessment is based on the bank’s 
total deposits, with a deduction permitted for the amount of the 
bank’s uncollected cash items. The present bills would substitute for 
this deduction an arbitrary fixed amount of 1624 percent of the bank’s 
total demand deposits and 1 percent of the savings deposits. 

Second, the extent of the proposed increase in the assessment credit. 

This feature of the proposed bills has little or no relationship to 
the proposed change in the assessment base. It would simply in- 
crease the dividend credit from the present 60 percent to 6624 percent. 

I would like to discuss first the proposed change in the computa- 
tion of the assessment base. 

Since the inception of the FDIC the assessment has been based not 
on gross deposits but on the net collected deposits of each insured 
bank. The difference between these amounts is represented by the 
uncollected cash items which are reflected in gross deposit totals. 
Such uncollected cash items are included in the net collected deposits 
of other insured banks, and assessed to such other banks. 

Under the 1935 act, uncollected cash items were computed on a 
daily basis; by virtue of the 1950 amendments the procedure was 
simplified, on a basis equitable to all banks, allowing an optional 
method for the computation of these uncollected items. Banks, 
therefore, always have been permitted in the computation of their 
assessment to deduct their uncollected funds from gross deposits. 
Such uncollected items vary from one bank to another and range 
from less than 2 percent of total deposits to in excess of 30 percent 
depending wholly upon the character of the business conducted. 
thus, the assessment has been based on the common denominator of 
all insured banks, the net collected deposits. The proposed bills would 
substitute for this very fair provision an arbitrary deduction of 1624 
percent of demand deposits, regardless of what the actual situation 
1s with the particular bank. 

The effect of this would be to end all relationship between the 
amount of the deduction and the actual facts of the bank’s operations. 
This would result in increasing the deduction for some banks and 
reducing it for others, depending solely on the character of the bank’s 
operations and without any necessary relationship to the size of the 
bank or its volume of deposits. 

While there are some notable exceptions, as a general rule the pro- 
portion of uncollected cash items, or float, is higher in banks which 
handle a substantial volume of regional or areawide commercial busi- 
ness, than in banks whose business is primarily confined to the com- 
munity where the banking offices or branches are located. A provision 
in the law providing for a deduction based upon a uniform percentage 
of deposits entirely ignores the fundamental difference among a 
in the type of business conducted and assumes that all insured banks 
are alike, by applying to all the same arbitrary percentage deductions 
from the total of demand and savings deposits in calculating the 
assessment base. It is not surprising that this feature of the proposed 
legislation is being actively supported by numerous banks throughout 
the country, whose deduction for uncollected items under the present 
law is substantially less than 1624 percent of demand deposits. 
These banks would stand to gain an advantage in assessments, at the 
expense of those banks conducting a commercial business which nor- 
mally have a greater percentage of uncollected cash items. The fact 
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that the net result of the proposal in question would be favorable to 
many or even to most banks does not justify the inequitable impact of 
the proposal on other banks. 

The proposal for a fixed percentage as set forth in — pending 
legislation not only lacks a logical basis but further aggravates the 
present inequities of the assessment formula. It is sient, with that 
we agree ; however, it is not unlike a proposal that could be advanced 
for a simple computation of an income tax based upon gross sales, 
with a fixed percentage allowance for cost of sales for all “businesses. 
The high volume, high cost grocery firms, would be assigned the same 
cost of sales deduction from their gross figures as the perfume or 
miracle drug concerns. 

We are in complete agreement with the objective of simplifying the 
assessment requirements of the law, and of reducing whatever prob- 
lems there may be in present procedures. However, we do not believe 
that such aims should be of controlling importance if the proposed 
changes in the law would result in inequitable treatment. It has been 
our experience that the computation of the assessment and the prepa- 
ration of the return is not a complicated task and results in no sub- 
stantial problems in our bank. Nevertheless, if the objective of this 
proposed change is based primarily upon the belief that it will sim- 
plify computation problems, this objective could e: isily be obtained by 
making the proposed arbitrary deduction optional, rather than 
mandatory. 

If any change in the assessment base at all is to be made, therefore 
we suggest that the bills be amended so as to give insured banks the 
choice of using the present system of computing the deduction for 
uncollected funds, or of taking a deduction equal to an arbitrary per- 
centage of demand deposits. To choose an analogy familiar to all 
of us, the proposed arbitrary deduction might then be likened to the 
standard deduction now permitted on personal income tax returns; 
those who wish may take the standard percentage deduction, but others 
may choose to itemize their specific deductions if it would ’be to their 
advantage to do so. 

Under such a revised proposal, the various banks might follow this 
allegedly simplified method should they wish to do so, but the fairer 
present method of computing a deduction related to actual bank oper- 
ations would still be available to those banks which wished to use it. 
We accordingly urge that, if any revision of the assessment base is 
to be made, such revision include an option such as that which I have 
suggested. 

The second major provision of the proposed legislation would in- 
crease the assessment credit from 60 percent of the net assessment 
income of the FDIC to 6624 percent. While such an increase in credit 
would superficially appear to be to the advantage of all banks, the 
benefit to a number of them would be substantially reduced and in 
some cases nullified completely by virtue of the proposed change in the 
method of calculating the assessment base. This offsetting effect is 
unwarranted. The two provisions are entirely separate and should 
be separately considered. 

With the FDIC fund amounting to more than $2 billion and con- 
stantly increasing, the question of the extent to which the dividend 
credit should be increased is a matter of deep and continuing con- 
cern to the entire banking industry, and should be a matter of equal 
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concern to the Congress. We earnestly believe that a very much 
larger increase in the credit than the one which has been proposed can 
be supported, but we also believe that such an increase should be made 
only after thorough factual investigations and studies have been made 
which will show just how much of an increase can properly be justi- 
fied. We are opposed as a matter of principle to tampering with the 
dividend credit on an arbitrary and piecemeal] basis, especially when 
this is coupled with completely unrelated changes in the assessment 
base. We would much prefer to see no increase in the dividend credit 
made at this time, because we are confident that a thorough investiga- 
tion and analysis of the problem would show that a very much more 
substantial increase would be justified. While the inclusion of a 
small arbitrary increase in the divided credit may serve to make the 
other provisions of these bills more palatable, we do not feel that this 
is a sound basis on which to legislate with respect to such an impor- 
tant matter. 

To sum up, we feel that no justification has been shown for chang- 
ing the present method of computing the deposit base by which as- 
sessments are measured. To adopt the arbitrary percentage deduction 
method proposed in the pending bills will unfairly penalize those 
banks rendering important regional services. This is not a case of 
the big bank being hurt and the little bank being benefited ; some of 
the largest banks in the country, including our good friends the Bank 
of America, will be very greatly helped by this bill because of the 
nature of their business. On the other hand, a number of our smaller 
banks, because of the different nature of their business, will be hurt 
by this change. We think it is not needed, but if it is to be made at 
all we urge at the minimum that the bill be amended to make the 
change optional. 

Now, Mr. Chairman, I have here 10 letters addressed to you, Hon. 
Paul Brown, chairman of the subcommittee, from other banks, both 
small and large, in various parts of the country which have had an 
opportunity to study these bills and which also oppose their enact- 
ment. 

Each of these banks has asked me to submit this material to the 
committee with the request that it be incorporated in the record of 
the hearing. 

I therefore respectfully ask that these letters and statements be 
received and included in the record. 

Mr. Brown. Would you state the names of the banks, please, sir? 
Mr. Meap. First, the Citizens & Southern National Bank of At- 
lanta, Ga.; the Citizens & Southern National Bank of South Carolina: 
the Golden State Bank of Bell Gardens, Calif.; the Union Bank of 
Los Angeles, Calif.; the Bank of Pico Riviera, Pico Riviera, Calif. ; 
the Cleveland Clearing House Association; the First National Bank 
of Boston; the First Wisconsin National Bank of Milwaukee; the 
Continental Illinois Bank & Trust Co. of Chicago, and the Harris 

Trust & Savings Bank of Chicago. 

Mr. Brown. You might read one of the letters. 

Mr. Meap. With your permission, sir, I would like to read one. 
This letter, sir, I believe is typical of the letters that we are asking to 
be made a part of the record. 

This is a letter from the Citizens & Southern National Bank of 
Atlanta, Ga. 
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Hon. PAUL BRowN, 
Chairman, Subcommittee No. 2, House Committee on Currency and Banking, 
House of Representatives, Washington, D.C. 


Sir: It is my understanding that hearings are to be held on bills H.R. 8916 
and H.R. 8928 sometime during the first week in April of this year. These bills 
deal with a so-called simplification of the computation of the FDIC assessment 
base and the increase in the assessment credit. The change in computation of 
the FDIC assessment base supposedly involves a simplification through use of 
certain dates at which the comptroller makes calls for reports of condition. 
While this might be a simplification, in some cases it will not be. Certain banks 
that are not required to make these reports but twice a year will now be required 
to do so four times a year, which will in the end wind up with their having to 
do more work than they do now. In addition, the simplification also involves 
using a flat percentage for deductible items. This means that those banks which 
have a larger amount of deductible items than the average will suffer since the 
percentage has been set at the average. This in itself is not fair and in the case 
of most of the larger banks, and particularly those banks which handle a large 
volume of transit items, the assessment will actually be increased. 

The FDIC in order to make this more palatable to the banks has tried to tie it 
in with an increase in the assessment credit. These two things cannot be put 
together by any stretch of the imagination. They have nothing in common and 
there is absolutely no reason why they should be combined in any one package. 

The assessment credits increase is something that all banks are due now and 
are due on a proportionate basis. To combine it as a package along with an in- 
crease in the assessment resulting from a change in the method of computation 
simply means that the rebate is not being returned to the banks on a proportion- 
ate basis. This is just plain not fair. The end result will be that the larger 
banks will pay an even greater proportion of the FDIC insurance cost than they 
are now paying. 

Don’t misunderstand me. I think the rebate is due to the banks and I feel 
like we should get it, but I don’t think that it can be combined with a change in 
the method of computation of the assessment in order to make the assessment 
increase less indigestible. If banks are due an increase in the assessment credit 
then all of us are due it without regard to the method of computing the premium. 
This to me is just as plain as black and white, and it cannot be any other way as 
far as I can see. 

If the FDIC will give us the increased credit only together with the change 
in method then I think we are better off not to take the change in method at this 
time, which leads to this point: 

If the FDIC insists in tying the two things together in one package, then the 
only fair basis would be one in which such a proposal was an alternative to the 
existing method. This would mean that those banks who are hurt because of 
the increased assessment due to the change in method of computation would 
have the alternative of continuing to compute their assessments as they have 
in the past. Regardless of what anyone says, the amount of work involved in 
computing this assessment is not 1 percent of the cost involved in changing 
methods in those banks which have a substantial amount of nonlocal business. 

I do hope you will be able to prevail upon your associates to give full con- 
sideration to this matter, looking at it from the standpoint of the fairness of 
it to all banks, without penalizing an unfortunate few merely because they hap- 
pen to be above the average rather than below. 


Mr. Brown. Who signed that letter? 

Mr. Meap. Joseph A. Hall ITI, vice president, comptroller, of the 
Citizens & Southern National Bank. 

Mr. Brown. Is that typical of the other letters you have? 

Mr. Meap. That is quite typical. They all seem to cover some 
different points, but that is quite typical. 

Mr. Brown. You are not in favor of any change at all in the present 
statute, are you? 

Mr. Meap. Pardon me, sir? 

Mr. Brown. You are not in favor of any change in the present 
statute, are you ? 
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Mr. Mean. We don’t think it is necessary, sir, but we would not 
oppose it if we had the alternative of using the present method of 
computing the deduction. 

Mr. Brown. Well, give us what changes you think should be made. 

Mr. Meap. In the computation of the assessment base? I feel that 
no change is presently necessary. I don’t feel, sir, that it is a burden 
on banks. 

Mr. Witt1ams. May I speak, Mr. Chairman ? 

Mr. Brown. Give your name, please. 

Mr. WriusaMs. Robert E. Williams. I am associated with Mr. 
Mead in California Bank, Mr. Chairman. 

We feel that the present provisions of the law, as far as the com- 
putation of the assessment base are concerned, are adequate in their 
present form. We do feel, as Mr. Mead has stated, that it is time 
that serious consideration be given by the Congress, or by the FDIC, 
to the amount of the insurance fund that will be required. 

As Mr. Mead mentioned, this is a matter of very serious concern 
to the banks, and we think it should be a matter of equally grave 
concern to the Congress. 

Mr. Brown. You agree that the FDIC is doing its job? 

Mr. WituiaMs. We certainly do. 

Mr. Brown. Mr. Hiestand. 

Mr. Hresranp. Mr. Chairman, I am happy to welcome these two 
gentlemen whom I have known and whose associates I well know. I 
know that. their impulses are of the finest and of the highest. 

I was very much interested in the statement. 

I have no direct questions. 

Mr. Brown. Mr. Barrett. 

Mr. Barrett. Just one question. 

How many letters do you have of a similar nature ? 

Mr. Wiii1AMs. We have 10 letters, Mr. Barrett. We first heard 
of these hearings approximately 10 days ago. Immediately we got 
busy, just as busy as we could in the time involved. We are sure if 
we had additional time we could get. additional letters. 

However, as Mr. Mead has pointed out, we are well aware of the 
fact that most of the banks throughout the country are favoring this 
proposition on the basis and for the reason that they are going to be 
substantially helped by this so-called arbitrary deduc tion. 

Mr. Barrerr. Why do you think the FDIC wants to make these 
changes ? 

Mr. WitttaMms. We believe that, as Mr. Loeffler testified yesterday, 
they think that it will reduce the administrative problems of the 
FDIC, and we think that that is the primary purpose of the 
legislation. 

“Mr. Barrerr. Do you anticipate giving the public better protection 
through these changes? 

Mr. Wi11aMs. No, I do not think this will in any way affect the 
protection given to the public by the FDIC. 

Mr. Brown. Mr. Fino. 

Mr. Frvo. I just wanted to ask one question in connection with the 
proposed changes recommended by the FDIC. 

Have you seen the proposed amendments? 

Mr. Meap. We heard the testimony on the proposed amendments 
yesterday. 
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Mr. Fino. Does that change your viewpoint at all ? 

Mr. Meap. Not at all. 

Mr. Brown. Mr. Barr. 

Mr. Barr. Your statement, sir, that you did not believe that the 
FDIC could give better protection to the public under this proposed 
legislation—1_ think the primary purpose is to tighten up the admin- 
istrativ e procedure and simplify it, but it is my understanding that 
the FDIC believes that they will get a better reporting system ‘and a 
more uniform reporting system for the country. In that respect I 
believe they can better protect the public interest. 

Do you agree with that statement? The Federal Reserve Board 
thinks—this is one reason they are interested in it—they think that 
the FDIC—I have chatted with them about the subject—they think 
that Mr. Wolcott will come up with a better reporting system dtiraes 
wide and be able to simplify the administrative procedure and have a 
more accurate picture as to the financial condition of the banks. 

Mr. Wicuiams. I think that Mr. Wolcott, Mr. Barr, is probably in 
a lot better position to evaluate that than we are, and I would cer- 
tainly not differ with Mr. Wolcott because, as I say, we are in com- 
plete agreement. 

We think that the FDIC has done a magnificent job. However, I 
think there are two things to evaluate in considering this problem; 
No. 1, how much better, and at what expense, and if this system is 
only a small degree better, and it is going to be at the expense of 
unduly discriminating against a number of banks throughout the 
country, we don’t think that it is warranted, 

Mr. Mrap. May I make a further comment on that. It is hard to 
see where the reporting of the banks is going to be strengthened 
because every bank in the United States now prepares at least two call 
reports a year. The bulk of them prepare four. This bill will pro- 
vide that those small State nonmember banks that prepare two call 
reports a year will prepare two more, but they are pretty small banks, 
and the preparation of those additional two call reports is 25 times 
the job of the job of preparing their present certified statement, and 
we heard the man here yesterday who repr esented the independent 
bankers who said they wanted this provision, in new law, because it 
would simplify his job, he would just. get a bill from the FDIC. 

I think there is a lot of misunderst: anding about it. They will not 
be billed directly by the FDIC. They will still make out a certified 
statement, but if in his State he is making out two call reports he is, 
of course, then going to make out four. 

Now, you will pick up a few more call reports, but internally in the 
FDIC I also don’t see where the administrative problems are going 
to be simplified. They would be handling 56,000 call reports a year 
under these bills, they now handle information from approximately 
14,000 for statistical purposes. 

The job in large banks is not, from our experience, and we are a 
pretty complicated bank in that we have 70 branches, the bank re- 
quires about 64 hours a year to prepare this call report. The job 
in a very small bank is not complicated. It would be in my estimation 
much more difficult for a small bank which prepares an assessment 
return to go from the call report figures to this new certified statement 
than it would be from their general records, because presently they 
take the total of deposits from ‘their daily statement that they prepare, 
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or their general books, on four days out of the year, and put that in 
one column, and that bank would send one, possibly two, cash letters 
out on that day to their correspondent bank, or to the Federal Reserve, 
and they would just multiply that by two and put that in either col- 
umn B or C in the return and then make a calculation. 

Under this method they must go to the call report and they must 
find total deposits on a long complicated form on line 19. Then to 
calculate the deduction they have to find the schedule of what 
their demand deposits are, and the schedule of what their savings 
deposits are, and they take a percentage of savings, a percentage of 
demand, and put that in, and then make calculations, so it is not a 
simplification for smaller banks, and it certainly is not for larger ones 
from our experience. 

Mr. Barr. This whole question of float that comes up. I think 
that you gentlemen who can have a man sitting there watching your 
reserve position, and your uncollected items, I ‘think you do have an 
advantage. 

Congressman Moorhead and I took a little tour around the country 
this fall. We were rather amazed to see in New York at least one of 
the most important men in the bank who had a job I didn’t think 
anybody could handle, that was the man sitting there watching the 
reserve position every day. You do have a control of uncollected 
items that the smaller banks do not have. 

I would think consequently this (aa) method would be much more 
advantageous to the larger banks than to the smaller banks; isn’t that 
correct ¢ 

Mr. Wiuu1aMms. I think that is probably correct, Mr. Barr, but I 
think it should be recollected if this is job in the small banks, we have 
proposed that they be permitted advantage of using the 1624 percent. 
All we are saying is in such cases as ours, where it 1s to our disadvan- 
tage, that we not ‘be forced to do it. 

Mr. Barr. I see. You don’t believe that you people on these call 
dates would be pushed into a position of going out and looking for 
uncollected items, do you? 

Mr. Wii1ams. No more so than we do at the present time, sir. 

Mr. Meap. I will add this: We will have some difficulties under 
this, as I believe all of the branch banks would have. We are not 
complaining about it here, but there are a few of the technical pro- 
visions in there that call for analysis of interbranch accounts to 
determine the uncollected items on ourselves so it would really add 
to our problem, but not materially. 

Mr. Barr. You know before this committee you read in 10 letters. 
I am not quite certain from what we have heard here that this is 
indicative. I haven’t heard any small banks in here complaining 
about it yet. Maybe they don’t know about it. 

Mr. Mrap. They don’t. 

Mr. Wriiu1aMs. If I can reiterate, Mr. Barr, you have to proce eed 
on the assumption that the deduction for float for the great majority 
of the banks throughout the country is substantially Tess than 162% 
percent. 

Mr. Barr. Yes, the gentleman was here from the independent 
bankers, and he said that yesterday, he said that was a little high, 
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cott is going to have to calm them down some way. 
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Mr. Wuu1aMs. I appreciate that, and under our proposal they will 
not have to do more work. They can take the 1624, we are agreeable 
to that, but we say if they take the 1624 we have the option of getting 
these deductions which we believe in every respect are realistic on 
the same basis as we do now. 

Mr. Barr. Do you think from your standpoint that the Corpo- 
ration needs a contingent draw on the Treasury of $3 billion? 

Mr. WiiuramMs. Well, if I may answer that, Mr. Barr, I think as 
we pointed out in our statement I am certainly not, nor am I con- 
fident is my colleague, Mr. Mead, in a position to say that today. 
We don’t propose that it be removed, and we don’t propose that the 
fund be increased to $5 billion or $6 billion. 

However, the size of the fund I would think would be one of the 
most important problems that the FDIC is faced with now, and the 
Congress is faced with, and what we are proposing is that this fund 
not be set at some arbitrary figure of 1 percent of total deposits, which 
has no relationship whatever to the problem, if they are going to set 
it at a certain percent, set it at 1 percent, or a certain percentage 
of insured deposits, and we are saying further this is a matter that 
should be considered and studied before any definite conclusions are 
reached. 

Mr. Barr. I made several calls to the Federal Reserve Board, and 
the Bureau of the Budget, last night, and I couldn’t find anybody 
who had any idea what this fund should be. They said they wouldn’t 
attempt to guess. It was in Mr. Wolcott’s lap. 

Mr. Witt1ams. I appreciate it is a difficult problem, and every- 
body should appreciate in addition whatever results any such study 
would come up with are not necessarily going to be accurate. Never- 
theless, they will at least have some basis better than we have now, 
apparently, for determining the size of the fund and the borrowing 
power of the FDIC. 

Mr. Barr. Thank you, no further questions. 

Mr. Brown. Mr. Kilburn. 

Mr. Kireurn. I think this is a pretty complicated setup for those 
of us in this committee, and am I right that there are two ways of 
computing your float, now, one the (aa) and one the (bb). 

Mr. Meap. That is right. 

Mr. Kirpurn. The (aa) is an estimate, and the (bb) is actual. 

Mr. Mean. That is right. 

Mr. Kitpurn. Now, T am just thinking out loud, but what would 
you think of a propos: ‘al to allow the bill as it is, the 162 ¥ percent, an 
option between that and the (bb) which is actual ? 

Mr. Meap. Well, I think, Mr. Congressman, that we would get back 
to the problems that we had under the 1935 act of a great amount of 
work for all banks, if they wanted to take the (bb). 

As you understand, an item can be outstanding for 4+ days, for 3 


days, for 2 days, and so forth, and you have to sc hondale those and 


you don’t have the opportunity under call reports, because you don’t 
know when they are going to call for this report until the day has 
gone by so you would have to do it 365 days out of the year 

That would be my objection there. 

Mr. Kitsurn. Of course, you could take the 1624 percent. 

Mr. Meap. Well, I don’t think the 1624 percent: A relation to what 
most of us have is fair. It doesn’t relate to it. 
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Mr. Kirsurn. Mr. Chairman. 

Mr. Brown. Mr. Kilburn. 

Mr. Kitsurn. As I understand it, we may finish the hearings on 
this bill this morning? 

Mr. Brown. How is that? 

Mr. Kireurn. You may finish the hearings on this bill this 
morning ¢ 

Mr. Brown. Oh, yes. 

Mr. Kirsurn. I realize that this may be a little unusual, but 1 
would like to be clear on this, and I think the whole committee would 
like to be clear on it, and have all of the information they can get on 
it, and for that reason I ask unanimous consent that the FDIC be 
allowed to file additional statements having to do with these two 
statements this morning. 

Mr. Brown. Well, some of the gentlemen may want to interrogate 
Mr. Wolcott again. Of course, that will be done. 

Mr. Kitpurn. My questions to Mr. Wolcott I don’t think would be 
comprehensive enough to get the complete picture. Now, maybe 
some of the other members will. But I do think it would be 
helpful to the committee to allow the FDIC to make a further state- 
ment in view of these statements this morning, and the one to come. 

Mr. Brown. Any objection ? 

Mr. Barrerr. Mr. Chairman. 

Mr. Brown. Mr. Barrett. 

Mr. Barrerr. I would like to amend the motion made by the gen- 
tleman from New York, and request that Mr. Wolcott, while we have 
him here, submit a statement 

Mr. Brown. Mr. Wolcott is here for that purpose if you have any 
questions to direct to him. 

Without objection, of course, that can be done. 

Mr. Kirzurn. Well, my purpose was in case the questions do not 
bring out the full picture, to allow him to file a statement. 

Mr. Barrett. I have no objection to that at all. I thought it might 
be necessary to bring Mr. Wolcott back so we could ask further ques- 
tions. 

Mr. Kiteurn. I must leave now to go to the Rules Committee. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorneap. Thank you, Mr. Chairman. 

I would like to carry on the suggestion that Mr. Kilburn made. 

Suppose the proposed bill was amended to permit you the option 
of either the 1624 or the (aa) method, would that satisfy your objec- 
tion ? 

Mr. Meap. Yes, sir. 

Mr. Moorneap. Would it satisfy the objections of the other banks 
that are objecting to this legislation ? 

Mr. Meap. I am sure that it would. 

From all our relations with them, and all our discussions with them 
that would satisfy them all, and I believe that is the tenor of almost 
every letter that we have here. 

Mr. WitiraMs. If I may interrupt, Mr. Moorhead, I think this is 
an indication of the good faith of the people who are objecting. We 
are not objecting to the fact that some bank which now has a 5 percent 
float deduction will get a 1624 percent float deduction, and we will 
not. That is all right with us. It will take longer for the fund to 
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build up. But we are just asking for the opportunity to actually 
compute our float on the basis which we think allows a realistic 
deduction. 

Mr. Moorueap. I understand under the present law about 10 per- 
cent of the banks use the (bb) method ? 

Mr. Mean. That is right. 

Mr. Moorneap. Now, wouldn’t those banks object to having only 
the option of using the (aa) method ? 

Mr. Mean. Well, I can’t speak for them, sir, I don’t know which 
banks they are in particular. However, those using the (bb) would 
very likely get a larger deduction under 1624 because I think one 
thing may not be clear. The 1624 percent is not the average of the 
deductions of all of the banks through the country. From some things 
I heard yesterday I thought some may have had that i impression. The 
1624 percent, as Mr. Loefller spoke of yesterday, is a figure. As he 
said, when we came to 15 percent there were this many banks that 
would have paid more, so I went to 18, I went to 20, and I went back 
to 1624, and there were still 1,100 banks that would pay more. So 
then I went to the dividend and saw how much of a dividend could I 
put on there—I am paraphrasing his remarks—so I could have the 
fewest banks hurt, and my own idea of it, of course, is the smallest op- 
position. That is how scientific is the 162% percent. 

That is not the average deduction of all banks. The 1624 percent, if 
it were made mandatory, as the bill provides, would cost, in itself, $6 
million per year to the fund. Now, there are some big figures in there 
for some individual banks on assessment savings. There are also some 
big figures to individual banks of penalties, so the 6 million is the net 
from what some would have to pay more, and some would be forgiven. 
So it is not the average of all deductions taken by banks. This feature 
alone would cost the fund $6 million. 

Mr. Moorneap. Let me ask a question. Under this proposed bill 
would your bank pay a larger net assessment ? 

Mr. Mrap. Under the proposed bill, with the dividend we would 
come out about the same. That, however, we don’t think is very im- 
portant because in principle we don’t feel it is r ight. The uncollected 
funds of banks are increasing month after month. 

In an article, which I have in the briefcase, of, I believe it is, March 
25 of the American Banker, is a typical headline you see every day, 
“Bank Clearings Have Increased 5 Percent in the New York Area, 
8 Percent to the Rest of the Country,” and so forth; the increased 
velocity of money increases the amount of checks, uncollected funds 
that you have; they are able to turn the money over faster. So with 
the 1624 percent that is less than we have. However, 2 years from 
now, when we get our electronic equipment in gear, we expect faster 
turnover and more money handling. 

The article I refer to is the American Banker of March 25, 1960, 
‘Demand Deposit Velocity Increases in gusts dl Actually, New 
York City went up 914 percent higher than a year ago. It is 8 percent 
in 6 other leading financial centers, and slightls under 5 percent in 
the remaining 337 centers in 1 month. 

Mr. Moornrap. From your experience with FDIC, would you not 
think that putting the optional method, (aa) option, in addition to 
the 1624 percent, would increase the F DIC’s administrative problems 
over this proposed legislation as it now stands? 
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Mr. Meap. I think it would some, yes. However, I would like to 
know just how many problems have come up in any one year in 
handling the 14,000 banks. How many people in the FDIC today 
are engaged solely in handling those problems? I don’t think that 
they are big problems. We have 14,000 banks. There is no perfect 
world. Every law is going to have some problems, and particularly 
if it is equitable you run into a few more than where it is inequitabie. 

Mr. Moorneav. I think one improvement FDIC says will result 
from this legislation is that they would have a better record of the 
banking industry generally from additional call reports. 

Would the banks that might elect the (aa) option be the banks that 
would normally be filing the four call reports or would they not be 
that type of bank? 

Mr. Mrap. They would be the ones normally filing the four call 
reports now; that would be my guess. However, if they were some 
of the smaller banks doing a big cotton draft business, livestock busi- 
ness, and so forth, that would of necessity have high exchanges, they 
may be a State nonmember bank in a State which now files only two. 

Mr. Moorneap. In order to get. an option would those banks be 
willing to file additional call reports of the type that your bank files ? 

Mr. Meap. Well, I couldn’t speak for them, sir. I believe that any 
one of the three Federal agencies could ask for as many calls as they 
wanted. Iam not an expert on that provision in the law, sir. 

Mr. Moorneap. I have no further questions, Mr. Chairman. 

Mr. Brown. Mr. Mead, I understood you to say that enactment of 
this bill would help the Bank of America but injure your bank. Could 
you explain that? 

Mr. Meap. Due to the type of business of that bank, and others that 
are large, the percentage of float, the percentage of uncollected items, 
is very low in comparison with ours. Our bank on the west coast. is 
a commercial bank with approximately 77 percent commercial de- 

osits, 23 percent savings; the Bank of America and a good number 
of the other large west coast banks have just the opposite, or very 
close to the opposite percentage. They are largely savings banks in 
character. Their offices are spread throughout the State in all small 
communities, and that affects them very similarly as it would affect 
any small bank. 

In this connection, Mr. Chairman, one of these letters is from Mr. 
Joseph A. Hall, vice president of the Citizens & Southern National 
Bank of Atlanta. This letter is quite short and is typical of those 
which I have been requested to submit to the committee. There are 
some very large figures involved in savings, I say, and the same as on 
our side in penalties. 

Mr. Brown. Without objection, the letters you identified will be 
incorporated in the record. 

(The letters referred to are as follows :) 

THE CITIZENS AND SOUTHERN NATIONAL BANK, 
Atlanta, Ga., March 31, 1960. 


Mr. THOMAS E. MEap, 
Auditor, California Bank, 
Los Angeles, Calif. 
Dear Tom: Here is a letter addressed to Hon. Paul Brown. 
Inasmuch as you are going to Washington to testify before this subcommittee, 
I’d appreciate it if you would take this letter along with you and ask them to 


have it introduced and incorporated in the record as our bank’s stand on this 


particular issue. 
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I do hope you are successful in convincing the people there in Washington of 
the unfairness of this proposal and certainly wish you the best of luck. 
Sinecerly, 
JosepH A. HAtt III, 
Vice President and Comptroller. 


THE CITIZENS AND SOUTHERN NATIONAL BANK, 
Atlanta, Ga., March 31, 1960. 
Hon. PAUL Brown, 
Chairman, Subcommittee No. 2, House Committee on Currency and Banking, 
House of Representatives, Washington, D.C. 

Sir: It is my understanding that hearings are to be held on bills H.R. 8916 
and H.R. 8928 sometime during the first week in April of this year. These bills 
deal with the so-called simplification of the computation of the FDIC assessment 
base and the increase of the assessment credit. 

The change in computation of the FDIC assessment base supposedly involves 
a simplification through use of certain dates at which the Comptroller makes 
ealls for reports of condition. While this might be a simplification, in some 
instances it will not be. Certain banks that are not required to make these 
reports will now be required to do so, which will in the end wind up with their 
having more work to do than they do now. In addition, the simplification also 
involves using a flat percentage for deductible items. This means that those 
banks which have a larger amount of deductible items than the average will 
suffer since the percentage has been set at the average. This in itself is not 
fair and in the case of most of the larger banks and particularly those banks 
which handle a large volume of transit items, the assessment will actually be 
increased. 

The FDIC, in order to make this more palatable to the banks, has tried to 
tie it in with an increase in the assessment credit. These two things cannot 
be put together by any stretch of the imagination. They have nothing in com- 
mon and there’s absolutely no reason why they should be combined in any one 
package. The assessment credit increase is something that all banks are due 
now and are due on a proportionate basis. To combine it as a package along 
with an increase in the assessment resulting from a change in the method of 
computation simply means that the rebate is not being returned to the banks on 
a proportionate basis. This is just plain not fair. The end result will be that 
the larger banks will pay an even greater proportion of the FDIC insurance 
cost than they are now paying. Don’t misunderstand me. I think the rebate 
is due to the banks and I feel like we should get it. But I don’t think that it 
can be combined with a change in the method of computation of the assessment 
in order to make the assessment increase less indigestible. If banks are due 
an increase in the assessment credit then all of us are due it without regard to 
the method of computing the premium. This to me is just as plain as black 
and white and it can’t be any other way as far as I can see. If the FDIC will 
give us the increased credit only together with the change in method, then I 
think we’re better off not to take the change in method at this time. 

Which leads to this point: If the FDIC insists in tying the two things to- 
gether in one package, then the only fair basis would be one in which such a 
proposal was an alternative to the existing method. This would mean that those 
banks who are hurt because of the increased assessment due to the change in 
method of computation would have the alternative of continuing to compute 
their assessment as they have in the past. Regardless of what anyone says, the 
amount of work involved in computing this assessment is not 1 percent of the 
cost involved in changing methods in those banks which have a substantial 
amount of nonlocal business. 

I do hope you will be able to prevail upon your associates to give full con- 
sideration to this matter, looking at it from the standpoint of the fairness of it 
to all banks, without penalizing an unfortunate few merely because they happen 
to be above the average, rather than below it. 

Sincerely, 
JosepH A. Hatt ITI, 
Vice President and Comptroller. 
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THE CITIZENS & SOUTHERN NATIONAL BANK 
oF SoutH CAROLINA, 
Charleston, S.C., March 28, 1960. 
Hon. Pavut Brown, 
Chairman, Subcommittee No. 2, 
House Committee Banking and Currency, 
Washington, D.C. 

Dear Sir: We have been informed that your committee will hold hearings 
on April 5 and 6 relative to the proposed amendments to the Federal Deposit 
Insurance Act, as set forth in H.R. 8916 and H.R. 8928. 

Since these bills were introduced, we have made a careful study of their 
effect on our own deposit insurance assessment, and also had the opportunity 
to discuss this matter with a number of other bankers. 

While it is realized that the bills as proposed will greatly simplify the compu- 
tation of the assessment and will also result in a decrease in cost to a vast 
majority of the banks, our investigation reveals that the passage of these pro- 
visions will further increase the inequality of the assessment on certain others, 
principally the larger banks, who now bear the heavier burden of cost in rela- 
tion to deposits insured. Certainly the simplification of the assessment compu- 
tation is highly desirable; however, it should not be accomplished by an increase 
in the inequality that now exists. Therefore, it is strongly urged that your 
committee consider the use of the computation formula as proposed in the 
subject bills only as an alternative method to the (aa) and (bb) methods now 
provided in assessment legislation. 

We understand that Mr. Tom Mead, auditor of the California Bank, has been 
invited to appear before your committee, and we are forwarding him a copy of 
this letter for his information and use. 

Yours very truly, 
J. E. BurGeEs, 
Vice President and Comptroller. 


GOLDEN STATE BANK, 
Bell Gardens, Calif., March 30, 1960. 

Mr. THomas E. MEAp, 
Auditor, California Bank, 
Los Angeles, Calif. 

Dear Tom: We are enclosing a letter addressed to Chairman Paul Brown of 
Subcommittee No. 2 of the House Committee on Banking and Currency. 

We would like you to present the letter to the committee in our behalf. 

I hope your trip is both very pleasant and very successful. 

Very truly yours, 





G. F. Hott, Controller. 


GOLDEN STATE BANK, 
Bell Gardens, Calif., March 30, 1960. 
Hon. Pau Brown, 
Chairman, Subcommittee No. 2, 
Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR Mr. Brown: We have reviewed with great interest and concern some 
of the proposed amendments to the Federal Deposit Insurance Act which are 
contained in H.R. 8916 and H.R. 8928, now under consideration by your 
committee. 

While we are in accord with most of tthe provisions, we are not in agreement 
with what seems to be the key feature of both bills; that is, the departure from 
the (aa) and (bb) methods of computing deductions for the assessment base. 

The new method as proposed in the new legislation provides for a flat percent- 
age deduction for float of 1624 percent of demand deposits for all banks. A fixed- ‘ 
percentage deduction is completely unjustified since it does not recognize the dif- 
ferences between banks in the character of their deposits. In allowing a deduc- 
tion for float, the law recognizes the basic truth that float does exist and is a valid 
deduction from deposits; but the law would be sorely inadequate and inequitable 
if it did not recognize the further basic truth that float varies between banks. 
The fixed deduction of 1624 percent would inflict an unjustified penalty on some | 
banks and grant an unearned bonus to others. 
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Our bank is opposed to any departure from the current methods of calculating 
the float deduction. We are highly in favor of increasing the assessment rebate 
from 60 percent to 6634 percent, although we feel that an even higher rebate is 
justified in view of the present balance in the insurance fund. 

Our bank is relatively small for this area, with total assets of approximately 
$16 million. We have three offices, all located in the southeastern metropolitan 
area of Los Angeles County. We will appreciate any consideration that you give 
to our views. 

Very truly yours, 
G. F. Hout, Controller. 


UnIon BANK, 
Los Angeles, Calif., March 29, 1960. 
CALIFORNIA BANK, 
Los Angeles, Calif. 
(Attention: Mr. Thomas B. Mead, Auditor) 

GENTLEMEN: It is our understanding that you contemplate having representa- 
tives of your bank present at an early hearing before Subcommittee No. 2 of 
the House Committee on Bauking and Currency to consider the effect of bills 
introduced in the House of Representatives as H.R. 8916 and H.R. 8928, per- 
taining to the method for computing assessments payable to the Federal Deposit 
Insurance Corporation. 

This matter is of considerable importance to this bank, and we would, there- 
fore, appreciate your submitting our enclosed letter to the committee at the 
time of the hearing in order that it may be incorporated in the record. 

Very truly yours, 
S. B. BuRNHAM, 
Vice President. 


UNION BANK, 
Los Angeles, Calif., March 29, 1960. 
Hon. Paut Brown, 
Chairman, Subcommittee No. 2, 
House Committee on Banking and Currency, 
House Office Building, Washington, D.C. 

Dear Mr. Brown: In response to a letter dated September 11, 1959, from Mr. 
Jesse P. Wolcott, Chairman, Federal Deposit Insurance Corporation, regarding 
the effect of bills introduced in the House of Representatives as H.R. 8916 and 
H.R. 8928, which would make certain changes in the method of computing assess- 
ments payable to the Corporation, we replied under date of December 17, 1959, as 
follows: 

“In your letter of September 11, 1959, you asked that we let you have our 
comments with respect to proposals for amendments to the Federal Deposit In- 
surance Act. Accordingly, we submit herewith our views and suggestions. 

“Efforts to simplify the assessment computation requirements we feel are 
highly desirable and are in complete agreement with objectives along this 
line. However, an infinitely more important consideration is the gross inequity 
now existing in the present assessment calculation which results from the re- 
quirement of basing assessments on total deposits rather than insured deposits. 

“We feel that any legislation which would further increase the assessment 
burden of large commercial banks whose proportion of insured deposits is rela- 
tively small and reduce the cost to the banks receiving the greatest benefits would 
be grossly inequitable. It appears from our review of the latest report of your 
Corporation, which is available to us, that the larger banks have a much larger 
percentage of their account balances subject to assessment but uninsured than the 
smaller banks. 

“The proposal to substitute a flat deduction of 1624 percent of demand de- 
posits and 1 percent from time deposits does nothing to correct this inequity but 
rather sharply accentuates it. This inequity apnears to be greatest in the case 
of banks which have a very active type of business and in general, the larger 
banks fall into this category. To allow all banks an arbitrary de‘uction of 
1624 percent on demand deposits and 1 percent on time deposits com»letely ig- 
nores the nature of the business being conducted by the bank. 

“Sampling our experience for the year 1956, 1957, and 1958, as yon have sug- 
gested, indicates that our actual deduction would be in the neighborhood of 20 
percent on demand deposits and 1 percent on time deposits as against the pro- 
posed 16%4 percent and 1 percent respectively. It is apparent that the deposits 
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for which we have given credit on our books and which are included in our 
deposit totals are uncollected to a greater degree than the arbitrary flat allow- 
ance proposed. 

“Although the suggested deductions are stated to be in lieu of all other de- 
ductions, there is in reality one very special exception, which you enumerate 
under item No. 7 and which gives a very substantial advantage to widespread 
branch banking systems. This, we believe, is inequitable to banks with no 
branches or banks with only a few branches. Accordingly, we would prefer that 
no change be made in the present method of computation. 

“The proposal to increase the credit rebate assessment from 60 percent to 
6624 percent on net assessment income is a move in the right direction. How- 
ever, since the deposit insurance fund now approximately $2 billion and in- 
vestment income approaches $50 million annually, it would seem appropriate 
to provide more important relief than the 634 percent increase proposed. We 
feel that an increase of the assessment dividend from 60 percent to at least 90 
percent would be appropriate.” 

Subsequently, under date of December 22, 1959, Mr. Wolcott replied that “it 
seems rather obvious that an assessment based on only insured deposits would 
have to be at a substantially higher rate than on total deposits.” While we 
agree with this statement, an increase in the rate if based only on insured de- 
posits would not necessarily increase the total assessment for the reason that 
would be based upon a smaller total. Also, as pointed out in our earlier letter, 
since the deposit insurance fund approximated $2 billion at the time and the 
investment income was approaching $50 million annually, it would seem ap- 
propriate to provide more important relief by increasing the credit rebate 
assessment from 60 percent to at least 90 percent rather than only to 66%4 per- 
cent as proposed. 

Very truly yours, 
S. B. BurnHAM, Vice President. 


BANK OF Pico RIVERA, 
Pico Rivera, Calif., March 30, 1960. 
Mr. THOMAS E. MEAD, 
Auditor, California Bank, 
Los Angeles, Calif. 

Dear Mr. MEAD: We are enclosing a letter addressed to the Honorable Paul 
Brown, chairman, Subcommittee No. 2 of the Committee on Banking and Cur- 
rency of the House of Representatives, Washington, D.C. 

We will appreciate the introduction of this statement of our position and re- 
quest that it be made a part of the record at the hearings scheduled on bills 
introduced in the House of Representatives, designated as H.R. 8916 and H.R. 
8928. 

Yours very truly, 
W. F. BripENHAGEN, Vice President. 


BANK OF Pico RIVERA, 
Pico Rivera, Calif., March 30, 1960. 
Hon. Pau. Brown, 
Chairman, Subcommittee No. 2, 
Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN: We appreciate this opportunity to have our views on the 
legislative bills, H.R. 8916 and H.R. 8928 made a part of the record for consid- 
eration by your committee. The Bank of Pico Rivera has total deposits of 
approximately $10 million and is located in Los Angeles County serving the 
community of Pico Rivera and environs. 

The bills change the method of calculating the assessment base and provide 
a modest increase in the dividend credit. We feel that these are two unrelated 
matters which should be considered separately on their merits. 

The proposal to limit deductions to a fixed percentage of deposits in deter- 
mining the assessment, in lieu of the present method of relating them to the 
actual figures on the books of the bank, is we believe discriminatory. Bank 
clearings have been rising steadily and every indication points to this trend 
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continuing in the future. It is our opinion that the present (aa) and (bb) 
methods of assessment calculation are fair and equitable to all banks, regardless 
of size or character of business, and should be retained. 

For banks our size the job of calculating the assessment, under the present 
formula, is not a difficult or time-consuming task and the proposed change to a 
ealeulation on four call reports would have little or no effect on the work 
involved. 

In regard to the increase in the assessment dividend, we feel that it is insuffi- 
cient in view of the size of the fund and the 27-year experience of the FDIC and 
that consideration should be given to a substantial increase to 90 pereent or more. 

Very truly yours, 
W. F. BRIpDENTIAGEN, Vice President. 


THE CLEVELAND CLEARING HOUSE ASSOCIATION, 
Cleveland, Ohio, March 31, 1960. 
Re H.R. 8916, H.R. 8928, S. 2609. 
Mr. THOMAS E. MEAD, 
Auditor, California Bank, 
Washington, D.C. 

Dear Mr. MeAp: Enclosed herewith is an envelope addressed to the Honorable 
Paul Brown, chairman of Subcommittee No. 2 of the House Banking and Cur- 
rency Committee. Enclosed in the envelope are two letters, both from me as 
president of the Cleveland Clearing House Association, one dated February 
29, 1960, addressed to Mr. Jesse P. Walcott, Chairman of the Federal Deposit 
Insurance Corporation, and the other dated March 31, 1960, addressed to the 
Honorable Paul Brown, stating therein the views of this association with re- 
spect to the above bills. Also enclosed herewith are two copies of the afore- 
said letter of February 29, 1960, and one copy of the letter of March 31, 1960. 

You will note in our letter to the Honorable Paul Brown that we specifically 
ask that the views of our Clearing House Association, as set forth in its letter of 
February 29, 1960, be entered into the record of the hearings on these bills. 

It is my understanding that you will be a witness before this subcommittee on 
the hearings on these bills, and to assure that our Cleveland Clearing House 
Association’s letter be entered into the record of these hearings, we authorize 
you, if need be in order to get such letter a part of the record, to introduce and 
have made a part of the record our said letter of February 29, 1960. 

Sincerely, 
GEORGE GUND, President. 


THE CLEVELAND CLEARING HOUSE ASSOCIATION, 
Cleveland, Ohio, March 31, 1960. 
Re H.R. 8916, H.R. 8928, S. 2609. 
Hon. Pau. Brown, 
House of Representatives, 
House Office Building, Washington, D.C. 

DEAR Mr. Brown: The Cleveland Clearing House Association has expressed 
its views on the subject bills to Mr. Jesse P. Wolcott, Chairman of the Federal 
Deposit Insurance Corporation, in a letter from the association dated February 
29, 1960. Two copies of that letter are enclosed. 

It is my understanding that your subcommittee of the House Banking and 
Currency Committee will hold hearings on the subject on April 5 and April 6. 

We respectfully submit to your subcommittee our views on the subject bills, 
as expressed in the enclosures, and ask that they be entered into the record of 
your hearings. 

The members of the Cleveland Clearing House Association are: Central Na- 
tional Bank of Cleveland, the Cleveland Trust Co., National City Bank of Cleve- 
land, Society National Bank of Cleveland, Union Commerce Bank. 

Cordially, 
GEORGE GUND, President. 
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THE CLEVELAND CLEARING House ASSOCIATION, 
Cleveland, Ohio, February 29, 1960. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: The proposals for amendments to the Federal Deposit 
Insurance Act, introduced in the Congress as H.R. 8916, H.R. 8928, and Senate 
bill 2609, and summarized in your letter of September 11, 1959, to all insured 
banks, have been under serious study by this association. Our members find 
that their views on these proposals coincide and therefore they are responding 
collectively to your invitation to present their comments. 

The most noteworthy feature of these proposals is the change they would 
make in the calculation of the assessment base. Under present law, the assess- 
ment base is determined by deducting from deposit liabilities the amount of 
checks and other cash items in process of collection, computed in accordance 
with one of two optional methods, the so-called (aa) method and the (bb) 
method. The proposed new legislation would discard these methods in favor 
of a new method calling for a fixed percentage deduction for float of 16% per- 
cent of demand deposits and 1 percent of time deposits in arriving at the assess- 
ment base. 

We assume that it should be a major objective of legislative policy to appor- 
tion equitably among banks the burden of providing the insurance fund with 
the necessary assessment income. In our opinion, the proposal for a fixed per- 
centage deduction is at odds with this objective and is fundamentally inequitable 
because it fails to give recognition to the great differences among banks in the 
relationship of uncollected cash items to deposits, a relationship that depends on 
the nature of their business. A fixed percentage deduction for float in deter- 
mining assessable deposits for all insured banks is without justification because 
many banks under present law have float deductions in excess of these fixed 
percentages. The (aa) and (bb) methods available under existing law have 
the great merit of recognizing in some degree the fundamental differences among 
different kinds of deposit business, and, in our opinion, should remain in the law. 

We presume that the proposed percentage deductions of 1624 percent and 1 
percent were arrived at by a study of the recent assessment computations of 
insured banks. The nature of banking, however, changes so swiftly with the 
passage of time that many banks that might chance to be fairly treated by the 
fixed percentage deduction today might find themselves at a great disadvantage 
in the future. 

Deposits are insured under the Federal Deposit Insurance Act up to a maxi- 
mum of $10,000 per account. With this limitation, the percentage of total de 
posits insured in any given bank tends to vary inversely with the size of the 
bank: the smaller banks have a relatively high percentage, and the larger 
banks a relatively low percentage, of their total deposits insured. Though it 
might be supposed that insured deposits would be a logical base for the computa- 
tion of deposit insurance assessments, it is actually the total deposits figure, from 
the very inception of the deposit insurance system, that has been used in the 
assessment computation. We have here a clear and serious discrimination 
against the larger banks. This is another important reason why the fixed per- 
centage deduction should not be adopted as an exclusive method. It would 
aggravate the unfairness of the present incidence of deposit insurance assess- 
ments and thus can searcely be supported by the larger banks. 

As stated in your letter, the proposed legislation would simplify assessment 

computations. However, simplicity must not be the overriding consideration 
if it results in an inequitable sharing of the burden of assessments. 
_ A second major provision of the proposed legislation would increase the assess- 
ment credit from the present 60 percent of net assessment income of the corpora- 
tion to 6624 percent of such income. This association believes that an increase 
in the assessment credit is long overdue and also believes that the amount of the 
deposit insurance fund, which now stands at an amount in excess of $2 billion, 
warrants a much larger increase in the credit than that proposed. The proposal 
for an increase in the credit should not, however, be linked with the proposed 
changes in the computation of the assessment base. The two proposals are 
entirely separate matters and the offsetting effect suggested is entirely without 
justification. 

We strongly recommend that (1) the present (aa) and (bb) methods be 
retained as optional alternatives to the proposed fixed percentage deduction 
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method in the determination of the assessment base, and (2) that the assess- 
ment credit be increased much more substantially than presently proposed. 

As you know there are a number of other provisions in the proposed legisla- 
tion that have far-reaching implications. For the sake of brevity, they have not 
been covered in this letter. 

We will greatly appreciate your careful consideration of our views. 

Very truly yours, 
GEORGE GUND, President. 





TuE First NATIONAL BANK OF BOSTON, 
Boston, Mass., March 31, 1960. 
Mr. THoMas E. MEAD, 
Washinton, D.C. 

Dear Tom: Knowing of your active interest in and concern over the possible 
passage of the proposed amendment to the Federal Deposit Insurance Act, we 
are taking the liberty of enclosing a letter signed by our president, addressed to 
the Honorable Paul Brown, setting forth our concern over the proposed amend- 
ments. 

We would appreciate very much your forwarding this letter to Mr. Brown and 
doing what you can to have it introduced in the records of the hearing. 

Sincerely, 
HAROLD E. RANDALL, 
Vice President and Comptroller. 


For your information I am also enclosing a copy of the letter we sent to 
Jesse P. Wolcott some time ago. 


THE First NATIONAL BANK OF BOSTON, 
Boston, Mass., March 31, 1960. 
Hon. PAut Brown, 
Chairman, Subcommittee No. 2, 
House Banking and Currency Committee, 
Washington, D.C. 

DEAR Mr. Brown: We have carefully reviewed the proposed amendments to 
the Federal Deposit Insurance Act introduced in the Congress as H.R. 8916 
and H.R. 8928. As a result of this review, we wish to convey our concern fo 
you over the possible passage of this legislation and suggest this letter be 
introduced as part of the records during the hearings. Although there are a 
number of features in the proposal that might adversely affect banks, I shall 
limit my comments to the three phases that principally concern us. They are 
are follows: 

1. The proposed fixed percentage deduction of (1624 percent of demand deposits 
and 1 percent of time deposits) to represent cash items in the process of collee- 
tion, and other items, does not give recognition to the wide variance that will 
be found among banks in the ratio between such items and total deposits. Like 
wise, it does not provide the necessary flexibility to meet probable future changes 
in that ratio. The present so-called (aa) and (bb) methods do provide flexi- 
bility in the event of future changes and recognize in some measure uncollected 
items to total deposits. We, of course, are wholeheartedly in favor of simplify- 
ing the assessment computation, but until a more equitable method is found, 
we favor retaining the present (aa) and (bb) methods. 

2. The proposed legislation in no way tends to correct the discrimination in 
the present statute against the larger banks that are now required to carry 
the burden of the assessments but whose proportion of insured deposits is rela- 
tively small. With the insurance fund now well established, we, as a relatively 
large bank, certainly cannot support new legislation that has no provision for 
more equitably distributing the assessment costs among all banks on the basis 
of deposits insured. 

54. The proposed increase in the annual assessment credit from 60 percent 
of net assessment income of the corporation to 6634 percent of such income is, 
of course, a step in the right direction. It may well be, however, that this credit 
could be substantially larger. We firmly believe that with over $2 billion now 
accumulated in the deposit insurance fund, the Congress should seriously con- 
sider establishing a maximum for this reserve either as a specific amount or 
as a percentage of deposits. With such a goal established, I believe we might 
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all be in a better position to evaluate both the assessment requirements and 
the credit feature. i : 
Your consideration of the views expressed herein will be greatly appreciated. 
Sincerely, 
Roger C. Damon, President. 


First WISCONSIN NATIONAL BANK OF MILWAUKEE, 
April 1, 1960. 
Mr. THOMAS E. MEap, 
Auditor, California Bank, Washington, D.C. 

Dear Tom: I am enclosing eight copies of a letter addressed to the Honorable 
Paul Brown, chairman of Subcommittee No. 2 of the House Banking and Cur- 
rency Committee, regarding the proposed revisions in FDIC assessments. 

I would appreciate it if you would deliver these to Mr. Brown with a request 
that they be entered as part of the record in the hearings of Mr. Brown’s 
committee. 

Sincerely, 
(Signed) Dick Koehn, 
(Typed) RrcHarp W. KoEHN, 
Vice President and Comptroller. 


First WISCONSIN NATIONAL BANK OF MILWAUKEE, 
April 1, 1960. 
Hon. PAUL Brown, 
Chairman, Subcommittee No. 2, House Banking and Currency Committee, 
Washington, D.C. 

Dear Siz: We would like to give you our own observations and comments 
concerning the proposed amendments to the Federal Deposit Insurance Act as 
introduced in H.R. 8916, H.R. 8298, and S. 2609. Since the FDIC assessment is 
no small part of our total expense, any change is naturally of vital interest 
to us. While these comments reflect our own situation, they are, we feel, repre- 
sentative of the position of many other banks in the Nation. 

We heartily concur with the desirability for simplification of computations 
and with the need for clarification of areas of misunderstanding and reduction 
of administrative problems. We appreciate, too, that any change will be op- 
posed by those who will pay more or by those who receive relatively less benefit 
from any proposed changes. However, simplification and clarification should 
not be achieved at the expense of discrimination. The substitution of a flat 
percentage reduction for the present (aa) or (bb) methods, we believe to be 
inequitable and discriminatory. 

Because of our peculiar geographical position and because we service an un- 
usually large number of correspondent banks our bank virtually is a supplement 
to the Seventh Federal Reserve Bank in Chicago. We are the largest bank in 
the country not located in a city having either a Federal Reserve bank or branch. 
Jonsequently our “float” is exceptionally high. Arbitrarily reducing the float 
deduction on demand deposits to 16%4 percent, therefore, would result in a rela- 
tively larger FDIC assessment than would result for other banks. The pro- 
posed revision would thus ignore the nature and type of business we do—a 
factor accepted without question in all insurance administration. 

The further major change suggested is an increase in the credit rebate from 
60 to 6624 percent. This we believe to be an issue not necessarily related to 
the change in float deduction. No doubt some saving will be made through 
simplification, the amount of which we cannot determine, but we believe that 
an increase in credit rebate to at least 6624 percent is warranted under the 
present (aa) or (bb) method also. The two parts of the proposal are not 
necessarily interrelated. 

One further comment should be made on the simplification of accounting for 
the banks themselves. We know the proposed method will require a simpler 
computation than our present one, but the difference in time and consequently 
in cost is relatively small, even taking into consideration the potential additional 
time spent with FDIC auditors. 
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To sum up, we would like to reeommend— 
1. The continuation of the present (aa) and (bb) methods as alternative 
methods of computation. 
2. An increase in the credit rebate to at least 6624 percent. 
3. Elimination of “dealer reserves” in the assessment base. 
4. Use of net credit balances of “reciprocal” bank balances as shown on 
the bank’s books instead of present “collected balances.” 
We would appreciate your making these remarks a part of the record of your 
committee hearing. 
Respectfully submitted. 
RIcHARD W. KOEHN, 
Vice President and Comptroller. 


Harris Trust & SAvines BANK, 
Chicago, Ill., March 29, 1960. 
Mr. Rosert R. Poston, 
Counsel, Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

DeaR Mr. Poston: Mr. Wesselhoeft, our assistant comptroller, called my 
attention to the phone call you made to me in my absence. Accordingly I am 
enclosing a copy of our letter to Mr. Wolcott, which you may wish to present 
to the committee. 

It is our understanding that you have a copy of a letter dated December 17 
addressed to Mr. Jesse P. Wolcott, which was written by the Chicago Clearing 
House Association expressing the opinion of the Chicago banks in respect to 
bills H.R. 8916, H.R. 8928 and S. 2609. 

Yours very truly, 
D. N. URIck, 
Vice President and Comptroller. 


Harris Trust & SAvINGsS BANK, 
Chicago, Ill., October 9, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. WoLcotr: We appreciate the opportunity your letter of September 
11, 1959, gives us to comment on the proposals contained in Senate bill S. 2609 
and its companion bills in the House of Representatives, H.R. 8916 and H.R. 
8928. 

We are certainly in accord with the general idea or object of finding a method 
of approach to the computation of the assessment base which would be easier, 
administratively and from an auditing standpoint, for both the banks and the 
FDIC. Probably any solution along that line will develop areas in which 
there is a conflict between what can or should be done from the standpoint 
of simplicity and ease of administrative procedures, and what can or should 
be done if the basic principles of the present law are to be adhered to. It 
may be that the compromises made to solve some of those conflicts will not 
always be easy to justify logically ; but at the same time we do not believe the 
desire for a simple administrative solution should be allowed to control where 
the result is bound to be unfair on some banks, or on banks with a certain type 
of business, or the result radically and substantially changes the basie prin- 
ciples behind the FDIC Act. 

With the foregoing in mind, we would like to make the following comments: 

1. We do not believe the present alternative (aa) and (bb) methods of 
computing cash items in process of collection should be eliminated. The (aa) 
and (bb) methods should be retained and the method now proposed should 
be an elective substitute method. Unless the alternative (aa) and (bb) methods 
are preserved, the result will be to penalize banks which, particularly because 
of their close relations with other banks, have a large amount of “float” items 
at any given time. The analysis we have made of our own position shows that 
this is true and that the trend will make it increasingly more so. We are 
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sure that there are other banks even more adversely affected by this factor. 
It occurs to us, too, that the result of the elimination of the (aa) and (bb) 
methods will be more adverse on large banks located where the laws of the 
surrounding areas prohibit branch banking. 

2. We do not believe the proposed permitted deduction of 1624 percent of 
demand deposits and 1 percent of time deposits is an answer to the point made 
in 1 above. Since the same percentage is allowed to all banks, no matter how 
much their relative “float” is, it follows of course that the unfair result re- 
ferred to in 1 above continues despite the proposed deduction permitted uniformly 
to be made by all banks. 

3. Some thought has been given to suggesting that the points made in 1 and 
2 above might be partially ameliorated by, as an example, permitting a deduc- 
tion of 25 percent of demand deposits rather than 1624 percent, where the pro- 
portion of demand deposits to time deposits is more than a certain factor. But 
the fact seems to be that the amount of float is affected more by the nature 
of the demand deposits (such as deposits from other banks) than the overall 
amount thereof in relation to the amount of time deposits. Accordingly we 
believe the retention of the alternative (aa) and (bb) methods is a more sound 
solution, with the proposal now being made as a substitute method. It would 
seem reasonable that if the (aa) and (bb) methods are retained to require 
that banks desiring to use the (aa) or (bb) method must file an election so to 
do which would be effective for a given period, at the end of which period 
another election for a similar period would have to be made. 

4. It is apparent, of course, that the proposed change in the credit rebate 
from 60 percent to 6624 percent does not remove the unfairness to some banks 
resulting from the elimination of the (aa) and (bb) methods. At the same 
time we do not believe the change from 60 percent to 6624 percent actually 
reaches or deals with the real problem that should be solved through the in- 
crease in the credit rebate. In order to reach or solve the real problem in- 
volved, we believe the credit rebate should be substantially increased. 

5. We do not believe the desire to find a simple administrative solution 
either justifies or requires the inclusion in the definition of “deposits” of many 
of the items now proposed to be included. In fact it seems to us the FDIC 
is not justified in exposing itself to eventual liability for items which are in no 
true sense “deposits” simply because a current administrative problem is to 
be ameliorated. If the amount of the deposit insurance fund now only justifies 
an increase in the credit rebate from 60 percent to 66°24 percent, it seems to us 
there is no justification for exposing the FDIC to greatly increased liabilities 
by enlarging the type of thing which would be included as “deposits” and be 
insured. Creditors to whom items of the kind now proposed to be included in 
the expanded definition of “deposits” were certainly not the type of creditors 
who were intended to be protected by the original purposes behind the FDIC 
Act. Asan example, we do not believe checks issued by banks to pay their own 
expenses or their own acquisitions of materials, supplies, rent, and securities 
should be included in deposits. It seems clear to us that creditors of that type 
were not intended to have the benefit of the deposit insurance fund simply 
because they happen to be dealing with a bank as a customer rather than 
some other type of customer. The same thing holds true of so-called dealers’ 
reserves. It would come as a shock to true depositors to know they must 
share with contractors, brokers, investment houses, and the local automobile 
dealer funds which had been amassed in the FDIC for the purpose of protecting 
depositors. 

6. Even if the decision is that dealers’ reserves are to be included as de 
posits, we believe the wording on the point needs clarification. The statutory 
reference is to “funds held as dealers’ reserves” whereas the rest of the para- 
graph refers to “money” or to “credit given therefor.” Is it intended that 
the word “funds” include conditional credit? Or is it intended that the word 
“funds” should mean only the excess, if any, over the agreed percentage of 
reserve? 

Sincerely yours, 


D. N. UrRick, 
Vice President and Comptroller. 
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Mr. Brown. Any other questions of the witness ? ; 

Mr. Hiesranp. Mr. Chairman, just pursuing the chairman’s ques- 
tion a little bit more, is it because the Bank of America has so many, 
many small branches in neighborhoods catering to individuals rather 
than firms, whereas the California, and perhaps Farmers and Mer- 
chants as it used to be, have larger accounts; is that it ? 

Mr. Meap. Mr. Williams knows the answer better. 

Mr. Wiutt1aMs. The nature of the business conducted by the Bank of 
America, as we understand it, Mr. Hiestand, is a community-type 
business in each particular community where they have an office. 
They have an office, as you know, in Riverside, they have one in El 
Centro, they have one in Imperial. Throughout their 600 offices bas- 
ically, or at least to a greater degree, their business is community 
business in those particular communities. This is the reason for the 
difference. 

Mr. Hiesranp. And that same situation would apply nationally to 
all banks of that character as against all banks with purely commercial 
business such as some of the big New York banks. 

Mr. Wu1AMs. This is the difference we are talking about when we 
say this thing totally ignores the difference in the character of the 
thing being conducted. 

Now, I think also—to answer your second question, Mr. Hiestand, 
I think that when you get to some of the extremely large banks in the 
country, and particularly those maybe in the East, they handle a large 
amount of commercial-type business and, consequently, their float is 
high, but it also means that there are a number of banks in various 
parts of the country, the Middle West, the South, the Far West, and so 
forth, which also conduct proportionately a high volume or a high 
pepnertian, percentage, of commercial-type business who will not be 

elped by this thing but will be hurt. 

Mr. Hiestanp. Mr. Chairman, I would like to compliment the wit- 
nesses on the effectiveness of their statement. I think it is quite the 
most effective statement I have heard from bankers since I have been 
on this committee, and I know the committee will give a lot of careful 
thought to their findings. 

Mr. Barr. Could I ask one question ? 

Mr. Brown. All right, Mr. Barr. 

Mr. Barr. I would like to explain, first, that my interest, and pos- 
sibly those of us up here, is not identical with the banking industry. 

‘e have the United States to protect, and I am getting paid by them, 
and that is my interest. 

_ Now, I have one concern here, the thing that keeps getting back 
in my mind, I hate to see Mr. Wolcott’s income keep going down in 
that Corporation, but as long as he can go to that Treasury and say, 
“Look, I need $3 billion,” that really upsets me. It is Mr. Wolcott 
who would have to tell us, the Corporation would have to tell us, 
“Look, we don’t need this authority on the Treasury, the fund is 
big enough”—maybe he is right, nobody can tell me how large the 
fund should be, but as long as he has that draw I hate to see his 
income go down. His income under this bill is going to go down 








98 FEDERAL DEPOSIT INSURANCE ACT 
about $11 million a year, and as your deposits go up it might be 
down as much as $15 million in the next 4 or 5 years. 

Just for the record, we don’t want to hurt the banking industry, 
either, but I would just like to know how did you finish up last year? 
How did your profits compare, 1959 with 1958 ¢ 

Mr. Wiiu1aMs. Our profits last year were the highest we have 
had for a long time, and we are very proud of it, Mr. Barr. 

Mr. Barr. For the first quarter of 1960? 

Mr. WuutaMs. It is running ahead—we don’t have the figures 
with us, but they are running ahead of 1959. As I say, we are very 
proud of these figures. 

Mr. Barr. Well, you should be. 

Mr. WititaMs. And we are not talking about whether or not we 
can afford to pay increased amounts. We are talking about a law 
that, we think we have demonstrated, operates inequitably. 

Mr. Barr. I happen to be one that has no serious objection to bank 
profits for one simple reason: I think bank capital has been a little 
bit thin here in the last few years, and is getting increasingly thin. 
I would be delighted to see you gentlemen able to add to that capital 
account for the protection of your stockholders and depositors. 

Mr. Brown. Any further questions? 

Very well, gentlemen, we are very glad to have your statements. 
You may be excused. 

The next witness is Hon. William Gray, chairman of the Hanover 
Bank of New York. 


Come around, Mr. Gray. 


STATEMENT OF WILLIAM S. GRAY, CHAIRMAN, HANOVER BANK, 
NEW YORK, N.Y., PRESIDENT, NEW YORK CLEARING HOUSE 
ASSOCIATION; ACCOMPANIED BY CHARLES A. AGEMIAN, CON- 
TROLLER GENERAL, THE CHASE MANHATTAN BANK 


Mr. Gray. Mr. Chairman and gentlemen, I am William S. Gray, 
chairman of the Hanover Bank in New York. I am also currently 
president of the New York Clearing House Association in whose 
behalf I am now appearing. 

I am accompanied by Mr. Charles A. Agemian, on my left, the 
controller general of the Chase Manhattan Bank, and we very much 
appreciate ‘this opportunity to make a brief statement. We have prev 
iously filed with the committee a more detailed statement. 

By this point in the hearing you are all undoubtedly familiar with 
the content and the purposes of the proposed amendments. Simpli- 
fication of the assessment procedure, and an increase in the assess- 
ment credit, would appear on the surface to render the bills unob- 
jectionable and almost noncontroversial, but as far as the members of 
the New York Clearing House Association are concerned, the bills in 
our opinion are discriminatory and inequitable for three main reasons. 

First, the amendments do nothing to correct a basic inequity which 
has existed in the assessment system “from its inception. 

Second, the amendments would eliminate the so-called (aa) and 
(bb) methods of calculating the amount of cash items to be deducted 
in determining the assessment base and would substitute a flat per- 
centage deduction of 1624 percent for demand deposits, and 1 percent 
for time deposits. 
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Third, the proposed increase in the assessment credit is, we think, 
entirely inadequate. 

Simply stated, the basic inequity is this: Deposit insurance pro- 
tection is limited to a stated maximum per account, presently $10,000. 
But the cost or premium paid by a bank has always been based on the 
total deposits of the bank. Quite obviously the larger banks have 
always had, and will continue to have, a much larger percentage of 
their account balances subject to assessment, but at the same time un- 
insured. According to the FDIC 1955 study, banks with total de- 
posits of $10 million, or less, varied in the percentage of total deposits 
insured from 75.8 percent to a high of 91.8 percent. In contrast, the 
18 banks in the whole country with total deposits of a billion or more 
had less than 34 percent of such deposits insured. 

Permit me to point out that we are talking here of very substantial 
sums of money. In 1958 the then 13 members of the New York Clear- 
ing House Association paid aggregate net assessments of over $8 
million, which represented over U percent of the total assessments 
paid by all 13,365 insured banks in the United States, and during the 
25 years from 1933 to 1958 these same 13 banks have paid more than 
$284 million, representing almost 18 percent, of the total assessments 
paid by all insured banks during all of that period. 

The introduction by the 1950 amendments to the act of the (aa) 
method was directly helpful to the larger banks which handle a much 
larger daily volume of cash items for collection and clearings, com- 
monly referred to as “float,” than do the smaller banks. This (aa) 
method permitted banks to deduct from the assessment base twice 
the amount of their float and thus gave recognition in an appropriate 
and logical manner to the significant difference in the character of 
business transacted by the larger and the smaller banks. 

Now, in the interest of administrative simplicity, it is proposed to 
eliminate the one amendment made in 25 years which in some small 
measure has worked to reduce the disproportionate share of the total 
cost of the deposit insurance system borne by the larger banks. 

Needless to say, this can be viewed by the New York Clearing 
House Association as a backward step. The primary interest of the 
members of the association is in preserving the existing recognition 
of the very significant difference between the character of the business 
of the larger banks and the smaller banks, and in avoiding the im- 
plicit and illogical assumption that all insured banks are alike by 
applying to all of them the same arbitrary percentage deduction in 
calculating the assessment base. The members of our association esti- 
mate that the benefits of the small proposed increase in the assessment 
credit would be substantially offset by the elimination of the (aa) 
method. We feel this offsetting effect is unwarranted, that a sub- 
stantial reduction in the total cost of the Federal Deposit Insurance 
system to the insured banks is both justified and long overdue. 

During the year 1959 the FDIC had investment income from its 
portfolio of U.S. Government securities of $57.8 million, independ- 
ent of any assessment income. After deducting losses, operating ex- 
penses of approximately $124 million, the net Income from invest- 
ments in this 1 year alone, $45. 3 million, was greater than the aggre- 
gate of all losses of the F DIC, $99.5 million during the entire 26 years 
of its operations. : 
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These statistics are a tribute to the successful operation of the 
FDIC during its first quarter century. It has made a major contri- 
bution to the economy of our country, not only by its thorough exam- 
ination system but also by its insistence on more adequate capitaliza- 
tion for all of the banks. 

In our opinion, the deposit insurance fund which now stands at 
over $2 billion, together with an annual net investment increment of 
over $45 million, will be more than suflic ient to safeguard the banking 
system without any further assessment income at all. Certainly a 
more substantial increase in the assessment credit than the 624 pro- 
posed is called for on the basis of the results to date. 

On behalf of the New York Clearing House Association, I respect- 
fully recommend that (1) if any change i is to be made in the manner 
of calculating the assessment base, the change should be added as a 
further alternative to the presently (aa) and (bb) methods and not 
as an exclusive substitute. 

Second, the assessment credit should be increased much more sub- 
stantially than presently proposed. 

In conclusion, it is not inappropriate to mention two important con- 
sequences of the acceptance of the second recommendation. It would 
not only create substantial additional tax revenues to the Treasury, 
but would also enable the member banks to build up their capital and 
thus help them keep pace with the growing economy of our country. 

Now, Mr. Chairman, probably no one has a better knowledge of the 
practical workings of the FDIC from the point of view of the mem- 
ber banks than my associate, Mr. Agemian, and if you or any member 
of your committee have any questions you would like to ask him I am 
sure he will be very happy to try to answer them. 

Thank you, sir. 

Mr. Brown. Your association represents how many banks? 

Mr. Gray. At the moment our association has 12 member banks. It 
did have 13 at the time these figures I have given you were compiled. 

Mr. Brown. Are you testifying for all of these banks ? 

Mr. Gray. Yes, sir; Iam. I am testifying as president of the New 
York Clearing House Association. 

Mr. Brown. Are there any questions, gentlemen ? 

Mr. Moorneap. Would your association accept as the option only 
the (aa) method and not demand to have the (bb) method ? 

Mr. Gray. Yes, sir; we would. 

Mr. Moorneap. Since Mr. Barr isn’t here I would like to ask the 
question he has been asking. 

In view of the present size of the fund, can we or should we elimi- 
nate the $3 billion call that the FDIC h: 1s on the U.S. Treasury ¢ 

Mr. Gray. I can give you my opinion. I believe when you consider 
the condition of the FDIC today, its income, its assets, that it could 
well give up the $3 billion call on the Treasury without endangering 
the safety of any of our citizens. 

I didn’t mean to take that that way from you, Mr. Agemian. 

Mr. Acem1an. Lagree, sir, I couldn’t have said it better. 

Mr. Moorueap. I have no further questions, Mr. Chairman. 

Mr. Brown. Any other questions ? 

Mr. Barr. 

Mr. Barr. I think Mr. Moorhead asked my overriding question. 
He is keeping me covered here today. 
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I did have this question to ask: Where does the income of the 
FD1IC—where does it originate; for instance, what percentage of it 
is paid in New York and around the country; can you tell me that? 

Mr. AcemiAn. We contributed about 13—— 

Mr. Gray. I read that. 

Mr. Barr. I am sorry, I was out of the room. 

Mr. Gray. Do you want the whole period? 

During the 25 years from 1933 to 1958 the 13 banks which are mem- 
bers of the New York Clearing House Association paid more than $284 
million, representing almost 13 percent of the total assessments paid 
by all insured banks during the whole period throughout the country. 

Mr. Acemian. And we are paying about 11 percent of the premium 
currently. 

Mr. Barr. Mr. Gray, I think you made a statement that the misun- 
derstandings which result from the audits of the FDIC have been 
infrequent and easily resolved. 

Mr. Acemi1an. That was stated by Mr. Mead, the prior witness, with 
which I am in 100 percent agreement. I have dealt with the FDIC 
boys. ‘They walk in, we never have too much trouble with them. We 
are glad to have them around, as a matter of fact. 

Mr. Barr. I have no further questions. 

Mr. Brown. I have a telegram from the San Francisco Clearing 
House, signed by Russell W. Schumacher, secretary. 

It is addressed to me, in care of the House Committee on Banking 
and Currency. 


Drak Mr. Brown: This association representing 12 banks having as of Decem- 
ber 30, 1959, aggregate deposits of $15,982,774,000 and composed of both large and 
small banks have given careful consideration to H.R. 8916 relating to the sim- 
plification of FDIC assessments. We recognize that differences in operations 
might make this legislation less appealing to certain banks than to others; how- 
ever, after reviewing all of the pros and cons, our conclusion is that from the 
standpoint of the banking industry as a whole, this legislation is desirable and 
we urge its adoption. 

Sincerely yours, 
SAN FRANCISCO CLEARING Hovse. 


Without objection, this will be incorporated in the record. 
(The telegram referred to is as follows:) 


SAN FRANCISCO, Cauir., April 5, 1960. 
Hon. PAvut Brown, 
Chairman, Subcommittee on Banking, 
House Committee on Banking and Currency, 
Washington, D.C. 

DeEAR Mr. Brown: This association representing 12 banks having as of Decem- 
ber 30, 1959, aggregate deposits of $15,982,774,000 and composed of both large 
and small banks have given careful consideration to H.R. 8916 relating to the 
simplification of FDIC assessments. We recognize that differences in operations 
might make this legislation less appealing to certain banks than to others; how- 
ever, after reviewing all of the pros and cons, our conclusion is that from the 
standpoint of the banking industry as a whole, this legislation is desirable and 
we urge its adoption. 

Sincerely yours, 
SAN FRANCISCO CLEARING HoUSE ASSOCIATION, 
RvussELL W. SCHUMACHER, Secretary. 


Mr. Acemtan. Well, Mr. Chairman, sir, I think you know that our 
stand has always been—we haven’t taken a dog-in-the-manger atti- 
tude, we say that the present legislation should stay as it is, but that 


the present method of computation should only be an alternative 
method. 
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Mr. Brown. The San Francisco Clearing House endorses the bill. 

Mr. Acemian. Well, you saw a representative from that State here, 
and you saw his feelings i in the matter. 

Mr. Brown. Any other questions, gentlemen ? 

Weare very glad to have you here. 

Mr. Mutrer. Mr. Chairman, I would like to apologize for getting 
in late. I have just come from the Judici lary Committee where | 
testified as a witness, and I will read carefully the testimony which 
has been adduced here this morning. 

I know the gentlemen who have just concluded their testimony 
personally, and “without having read their testimony I know that they 
have been sincere and offered their testimony for the guidance of the 
committee. They are able representatives of their industry trying to 
do a public service as they see it. 

Mr. Brown. Gentlemen, we are very glad to have your testimony. 
You may be excused now. 

Mr. Gray. Thank you very much, Mr. Chairman. 

Mr. Brown. Mr. Wolcott, some of the members of the committee 
desire to ask you some questions, would you come around, please. 

Mr. Barrerr. Mr. Chairman, I just want to say first that Mr. Wol- 
cott, as former chairman of this committee, and our colleague here for 
many years, has certainly established an incomparable record. 

I know in his present position he has been very fair and I am quite 
sure he only offers legislation that would be in the best interest of the 
public. I am interested in learning from Mr. Wolcott this morning, 
after hearing Mr. Mead’s testimony, whether he would rather express 
his views now, or submit a statement which we could include in the 
record ¢ 

Mr. Wotcorr. Well, Congressman Barrett, I think we would like 
to be more specific than I could be this morning. I have just had the 
opportunity to listen to the statement by Mr. Mead. 

May I make a general statement, and, if I may under the consent 
agreement be much more specific in a statement which we will be very 
glad to file with the committee. 

I think as I understand Mr. Mead’s statement, there would be so 
much complication, so much confusion, if the (aa) method was au- 
thorized as an alternative to the flat 1624 deduction that it would 
involve something approaching chaos in the auditing and review of 
our assessments. 

Now, I think that that would need some justification, that state- 
ment, and, if I may, I would like the opportunity to justify that 
statement by a statement for the record. 

Mr. Barrerr. Mr. Chairman. 

Mr. Brown. Mr. Barrett. 

Mr. Barrerr. Mr. Wolcott wants to answer the question fully, and 
I think it would be only appropriate to give him an opportunity to 
submit a statement for the record for the benefit of the members. 

Mr. Brown. Mr. Wolcott, are there any further comments you wish 
to make now, or do you prefer filing an additional written. statement ? 

Mr. Woxcorr. Well, we hadn’t had an opportunity until this 
morning to study over these two statements made this morning. 

I find now, Mr. Chairman, that I cannot say anything off the cuff 
as I used to because I was on my own responsibility when I was a 
Member of Congress, but now I am a little hesitant to make a state- 
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ment on such an important matter as this which involves the economy 
of this Nation without being very careful and studious in the state- 
ment, and so if it is permissible, and I understand it is under the 
unanimous consent agreement, I should like to make a more careful, 
detailed, much more studious statement for the record than I would be 
able to safely make this morning off the cuff. 

Mr. Barrerr. Mr. Chairman, that answers my question. 

Mr. Brown. Are there any other questions of Mr. Wolcott ? 

Mr. Moorneap. Mr. Chairman. 

Mr. Wolcott, I believe it was Mr. Mead who said that in his opinion 
this proposed legislation would actually increase the paperwork of 
the small banks rather than decrease it, which is our intention. He 
mentioned Mr. Mullins’ statement that under the proposed legislation 
you would just receive a bill from the FDIC. 

In your further report to the committee I wonder if you could 
comment on that testimony. 

Mr. Wotcorr, I believe that I in my statement, and Mr. Loeffler in 
his statement, took just the opposite position. 

Mr. Moorneap. | realize that. 

Mr. Worcorr. Mr. Loefller. 

Mr. Lorrrier. May I make a statement on that, please, Mr. 
Moorhead. 

Yes, Mr. Mead referred to the additional time and as I mentioned in 
my statement yesterday there are a number of nonmember State 
banks, that is, banks not members of the Federal Reserve System, in 
some States that only answer two or three calls a year. 

Now, I think one of the things that is being overlooked is the fact 
that even where they make two call reports a year they still have to 
assemble data for the certified statement on 4 days each year: March 
31, June 30, September 30, and December 31. 

Now, the call reports, the two call reports that they prepare may or 
may not coincide with those dates. Perhaps one of them will, seldom 
will two. So under the present circumstances they are assembling 
data for five statements a year. 

Now, under this proposal they make four call reports. From the 
call reports they transcribe the necessary data which are shown right 
in the schedules of the call report, the amount of demand deposits, 
the amount of the time deposits, and for those having branch items, to 
which Mr. Mead made reference, there is a special computation, that 
affects only branch banks. Once you take those two figures off you 
apply your 1624 percent and your 1 percent as your deductions, 
and then compute under the formula at the rate of one-twelfth of 1 
percent per annum or one-half of one-twelfth for each 6-month com- 
putation. As far as the transcription is concerned once you have got 
the call report I don’t think it should take more than perhaps 20 
minutes to prepare a certified statement, by merely transcribing those 
four figures in the computation of the percentage rate. 

Mr. Moorugrap. Thank you, Mr. Loefiler. 

Mr. Barr. May I ask a question, Mr. Chairman ? 

Mr. Brown. Mr. Barr. 

Mr. Barr. Mr. Wolcott, I have done a little checking, as I told you 
last night, on the size of this fund, and the agencies seem very anxious 
to give the question right back to you. 
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There does seem to be a difference of opinion as to what the size 
of it could be, and maybe we cannot arrive at any exact figure. It 
is not an actuarial figure that you are working with. 

I do think, however, that I would be personally grateful if you could 
give us some idea as to your thinking on this matter, as to what we 
should be shooting for in this fund. It does concern me. I also had 
another suggestion. I think that a monetary study by the Congress 
is long overdue. We haven’t had a good one since the Aldrich re- 
port, back in 1912. We have been shirking our obligation, but the 
F ord Foundation is now on a $5 million study in New York through 
the Committee for Economic Development. 

I might suggest, sir, that they have some very trained people and 
some excellent people. Mr. Moorhead and I both talked with them. 
I don’t know if you can move outside the Government, or not, for 
these figures, but if you need some help in this that is a suggestion 
for what it is worth. 

Mr. Wotcorr. Well, Mr. Barr, I have said facetiously that the 
Federal Deposit. Insurance Corporation is the most independent of 
the independent agencies. We can move in any direction we see fit 
within certain limitations, of course, according to the law, as long as 
we stay within the law, and I am sure that a study of that kind would 
be helpful to all of us. 

I do believe that 2 years or 214 years ago, I believe in the 85th 
Congress, did you not pass a resolution setting up a study of that 
kind? 

Mr. Barr. It did not pass, sir. 

As I say, the United States, I think, is shirking its duty in this 
field, and the Committee for Economic Development with a grant 
from the Ford Foundation is picking up the study. It really has 
been 50 years since we have had some comprehensive study of the 
monetary system of this country in which you are deeply involved. 

Mr. Wotcorr. May I suggest also that the Joint Economic Com- 
mittee already has the authority to do that ? 

Mr. Barr. Very possibly. 

Mr. Wo corr. But we would be very glad to cooperate. 

Now, we are constantly making studies on the adequacy of the 
fund. As I called attention yesterday, you will find that study in 
the 1957 Annual Report of the Federal Deposit Insurance Corpora- 
tion. 

Now, to just get more direct in answer to your question, I don’t 
think that anybody could say definitely percentagewise what the size 
of the fund should be, and whether any particular size fund would be 
adequate. However, I think, and the staff thinks, that we would like 
to build this fund up eventually to about 1 percent of total deposits, 
and we are approaching it. 

As Mr. Loeffler explained yesterday, the enactment of this bill 
would perhaps postpone for a matter of a year and a half or 2 
years the date when we would build the fund up to 1 percent of our 
deposit liabilities. 

Although it is somewhat arbitrary, I will have to admit, we believe 
that if we built it up to 1 percent we can take care of all of our 
obligations in the foreseeable future, and I believe a 1-percent reserve 
would even take care of such a situation that confronted us in 1932 
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- 1933. We are dealing in percentages, of course, as the deposits 
increase, and they are increasing at the rate of about 4 percent a 
year, and the size of our fund is sts aying just about at 0.84 of 1 percent. 

We like to feel—well, we do feel that we will be pretty safe if 
we get it up to 1 percent. 
Mr. Barr. Thank you, sir. 

(The following letter received by the subcommittee from Mr. 
Wolcott, with reference to his statement in above paragraph and is in- 
serted at this point in the record :) 





FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, April 14, 1960. 
Hon. PAuL Brown, 
Chairman, Subcommittee No. 2, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 


DEAR PAUL: I wish to correct the impression that may have been received by 
my statement, with reference to the deposit insurance fund of the Corporation, 
on page 190 of the transcript of the hearings of your subcommittee on H.R. 
8916, on April 6, 1960, that “Although it is somewhat arbitrary, I will have to 
admit, we believe that if we built it up to 1 percent we can take care of all of 
our obligations in the foreseeable future, and I believe a 1-percent reserve would 
even take care of such a situation that confronted us in 1982 or 19338.” 

I went too far in that portion of my statement that I have italicized. I do 
not think that a 1-percent reserve would take care of such a situation. It 
would be more accurate had I said that I think a 1-percent reserve would be 
adequate, because I believe the recurrence of a situation like that of 1980-33 is 
unlikely. 

Our annual report to Congress for 1957 includes a study of the actuarial data 
relevant to deposit insurance, which I mentioned several times in my testimony. 
On page 65, there is the following comment on the depression of the early 
thirties: 

“There is no question that the present deposit insurance fund would be en- 
tirely inadequate should, for example, a situation similar to that of 1930-383 
recur. After a careful analysis we have concluded that in order to make the 
necessary disbursements in such a situation the Corporation would need to 
have at its disposal available funds equal, as a minimum, to 5 percent of the 
total deposits in all operating banks. This figure assumes that the necessary 
principal disbursements would have been only 37 percent of the deposits in the 
closed banks in comparison with the Corporation’s experience of 50 percent. 
Since the fund today is only 0.80 percent of total deposits (and with the assured 
borrowing power only 2.2 percent of total deposits) the inadequacy is obvious. 
As a matter of fact, it would require all of the present deposit insurance fund 
plus all of the $3 billion borrowing power to absorb only the losses that would 
occur in such an emergency. 

“To what extent can we expect a situation such as that of 1930-383 to recur? 
Certainly, we can conceive of the possibility of a severe economic downturn, 
accompanied by large numbers of bank failures. Neither the public confidence 
engendered by the existence of Federal deposit insurance nor the improvements 
in banking or bank supervision would be sufficient to prevent these failures, 
which would be a consequence of economic dislocations of a fundamental nature. 
However, because the Federal Government is committed, under the Employment 
Act of 1946, to follow policies which will stimulate full employment, and in view 
of the knowledge and authority now possessed by various agencies of the Federal 

xovernment, it is reasonable to assume that we will be able to avoid the pro- 
longation of a serious depression.” 

That is my position and the position of the Corporation. Further, it is our 
conclusion, stated in the mentioned study, that a deposit insurance fund of 1 
percent of total deposits of insured banks is the smallest figure that can possibly 
be considered reasonably adequate in view of the Corporation’s responsibilities. 

I would remind you that in my testimony just before the above-quoted state- 
ment of mine, I stated that I did not think that anybody could say definitely 
percentagewise what the size of the fund should be and whether any particular 
size would be adequate. 

Sincerely yours, 


JESSE P, Wotcortt, Chairman. 
54042—60——_8 
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Mr. Mutrer. Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mvtrer. Mr. Wolcott, Mr. Loetiler, I think one benefit of 
these public hearings is the frank exchange of ideas as a result of 
which we can clear up some of the doubts which we have in our minds 
and possibly bring out better legislation and, therefore, I want to 
direct your attention to something which may not yet have been men- 
tioned on the record as far as the thinking on this side of the dais 
or bench may be. 

Now, at pages 13 and 14 of Mr. Loeiller’s main statement he sets 
forth the seven different advantages that will result from this pro- 
posed plan if this bill were enacted. He sets forth two possible dis- 
advantages, the second of which we can discount, I think, as unim- 
portant. The first, however, may be important where it indicates 
that one of the disadvantages is that this formula may result in 
comparative net increases in assessments to about 1 percent of the 
banks. 

Now, we have heard today from the New York Clearing House 
Association, which apparently is one of the few clearinghouse as- 
sociations whose members, 12 members in this instance, are unani- 
mous in their opposition to the bill to the extent that they say it does 
not give them enough of a credit. They seek even more of a credit 
than this bill calls for. 

Now, assume that the committee, when it gets into executive session 
on the bill, struck out of the bill the increase from the present. 60 
percent credit to the proposed 662% percent credit, that, as I read 
the seven advantages in Mr. Loefller’s statement would have no effect 
on those advantages. What would be the practical effect if we con- 
tinued the credit at 60 percent rather than the proposed increase to 
6624 percent as a credit ? 

Mr. Worcorr. Mr. Loeffler yesterday covered that very briefly in 
his statement, but if it is agreeable I think that he has some informa- 
tion on that and can expand upon it if he may. 

Mr. Mutter. Please. 

Mr. Lorrrier. Mr. Multer, let me be sure that I have your question 
right. 

If we take the 1624 percent, and the 1 percent formula, and we 
stay on the present credit base, or rebate of 60 percent, with 40 percent 
retention to the Corporation, over the 8-year period of 1951-58 there 
would have been an average reduction in net assessments of $2,602,000, 
and on the 6624 percent credit, a reduction of $11,368,000. 

Mr. Muurer. Now, is there anything we can do to eliminate the 
possible inequity if we took the bill as proposed which affects that 1 
percent of all banks which would be required to pay an increase? 

Mr. Lorrrier. Mr. Multer, there are considerably less than 1 per- 
cent of the banks that would be affected. They are a very small 
fraction of the total. Now, obviously, I cannot give you exact figures 
and computations for every bank in the country, but of the studies 
that we have made, and they have been quite extensive, we have found 
that over a 4-vear period out of some 200 banks for which we made 
computations for each of 4 years, 9 banks would have had a net in- 
crease over the period. 

I think I mentioned yesterday in my statement here that for those 
nine that have increases the range is from a total increase of $433 for 
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the + years for one of the banks up to I think it was $23,500-odd for 
the largest one, or an average over the 4 years of about $100 a year 
for the one bank and up to $6,000 for the other bank. 

Now, it seems to me that we have done what we can toward elimi- 
nating so-called inequities on the 1634. We are trying, too, to come 
up with a formula that in our opinion definitely will simplify the 
computations and at the same time we are trying to preserve our 
income for the Corporation and the increment to the insurance fund 
within a reasonable amount of which we are getting under the present 
law. 

Now, we don’t think we should do anything that is going to hurt 
that fund to any unreasonable degree, that is sure. 

Mr. Mutrer. I am sure that you are going to protect the fund, and 
you are going to advocate only such legislation as well, but my ques- 
tion was: Do we not have to do something to protect that even less 
than 1 percent so there isn’t inequality as far as they are concerned ? 

Mr. Lorrrier. There, again, Mr. Multer, those differences will vary. 
It depends on a number of factors. W hat date the call is made, if the 
bank happens to get caught with some unusually large deposit on that 
day, why, of course, that would work to their disadvantage. 

On the other hand, they can just as well have a low volume of de- 
posits on that particular call date as to have a large one, and inci- 
dentally on these nine banks that I have mentioned, in that. 4- year 
period there were 1 or 2 years in every instance where they did have a 
decrease, but it was offset in the other years, and it just happened to be 
the way the dates fell. 

Mr. Mutter. Is there any specific comment either way of you gen- 
tlemen would want to make with reference to the statement presented 
here today on behalf of the New York Clearing House Association, or 
do you want to reserve that for a statement that you will put in at a 
later time? 

Mr. Loerrier. Mr. Wolcott had made a general statement and asked 
consent to place a statement in the record so that we can be sure of all 
of the facts and data. 

Mr. Moutrer. Thank you, gentlemen. 

Thank you, Mr. Chairman, 

Mr. Brown. Any other questions? 

Mr. Hiestanp. Mr. Wolcott, did you have a prepared statement this 
morning in reply to the suggestion from the gentleman from Minne- 
apolis, Mr. Anderson, on yesterday? Did you bri ing that in? 

Mr. Wotcorrt. I don’t think we have it as yet. I didn’t understand 
that the unanimous-consent request this morning by Mr. Kilburn 
included his statement. If it does, we would like to answer that. 

Mr. Hiestanp. Offhand, do you care to comment on the suggestion 
that has been made that this method be made optional as has been 
put up by several witnesses today ? 

Mr. Woxtcorr. I think we can cover that in our statement. 

Mr. Hrestanp. Would you care to make any offhand statement ? 

Mr. Wotcorr. I have made a general statement. 

Mr. Lorrrier. Your question was our position on the alternative, 
putting this in as an alternative ? 

Mr. Hresranp. Yes. 

Mr. Lorrrier. Well, there, again, I covered that perhaps briefly. 
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In my statement we have considered that, and we are opposed to it. 
We think that it would increase our administrative problems, and it 
means that we will retain all of the rules, regulations, interpretations, 
assessment decisions that we have now, and whatever else would have 
to be needed for the present method, and just put that right on top of 
it, so that as an additional set of regulations to administer. 

Mr. Worcorr. Mr. Chairman, may I clear up in my own mind 
whether the statements you would have us file include a statement in 
respect of Mr. Anderson’s testimony which he gave yesterday ? 

Mr. Brown. I wish to announce that the record will be kept open 
for the rest of this week. Those who desire to correct their testimony 
or to file additional material should do so before the end of the week. 

Mr. Vanix. Mr. Chairman, may I be heard for just a moment? 

Mr. Brown. Yes. 

Mr. Vanix. I would like to make a brief statement on this bill. I 
would like to say in view of the sharp conflict which has occurred in 
the testimony on this bill, at this time I see no strong, impelling reason 
why I, as a member of this committee, should be moved to take any 
overt action in this Bankers Relief Law of 1960. It seems to me, in 
view of the unprecedented bank profits, that this legislation is ill- 
timed, and I think it is almost indecent. ‘There may be some injustices, 
but when we measure the injustices which some bankers suffer today 
against the grave injustices that confront so many sections of our 
society, I can’t get myself into a great passionate upheaval about the 
need for this kind of legislation. 

I remain to be convinced. 

Mr. Brown. Thank you, gentlemen. We will take up this bill in 
executive session, and you will be notified as to the time. 

Mr. Wotcorr. We are grateful for your attention, Mr. Chairman 
and gentlemen. 

(The statement of Mr. Wolcott, along with additional data and 
letters, have been submitted to the subcommittee as follows :) 

FEDERAL DEPOSIT INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 
Washington, April 8, 1960. 
Hon. Paut Brown, 
Chairman, Subcommittee No. 2, 


Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

Dear Mr. Brown: I am pleased to enclose for the record the following mate- 
rial which is submitted in relation to H.R. 8916 and H.R. 8928 in accordance 
with the direction of your subcommittee and at the request of certain members 
thereof. Additional copies will follow for the use of the committee members. 
Specifically, the material consists of— 

1, Two tables portraying the holdings of cash, U.S. obligations, loans 
and deposits for years from 1944 to 1959, inclusive. This material was 
requested by Congressman Vanik. 

2. A table summarizing the assets, liabilities, and capital accounts of 
operating insured banks as of December 31, 1959. This table was requested 


by Congressman Multer. 
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3. A statement by our general counsel in response to the statement sub- 
mitted by Mr. Grant W. Anderson. 

4. A statement by our controller in response to the statements of Mr. 
Thomas B. Mead and Mr. William 8S. Gray. 

You may recall a statement made during the hearing by our Mr. Loeffler that 
we have received about 125 letters endorsing the proposed changes. Actually 
there were 109 letters, plus 14 endorsements. I am taking the liberty of sub- 
mitting photostats of the 109 letters for such use as you may care to make of 
them, but not necessarily for inclusion in the record. These letters were received 
from banks in 92 towns and cities in 36 States, the District of Columbia and 
Puerto Rico. The deposit liabilities of these banks range from $1,798,000 to 
$945 million for commercial banks, and to more than $1 billion for each of two 
savings banks. It is interesting to note that 41 of the letters were from banks 
having over $100 million each in deposits as indicated in the following tabulation: 








From banks with deposits up to $10,000,000___________-__-______________ 26 
BR EE oe Pier eee eee mine eee eked em Se eee peers Fee 19 
I ON a. accra se ecegeiauneaed apeaooaat tection 23 
SRR ES SE Sees eae ey eee a i 41 

| SaaS Pee gee FSR ec S| eS 109 





Included in the above tabulation are letters from 4 of the 10 banks which are 
members of the Philadelphia Clearing House Association. 

In addition to the foregoing, endorsements were received from 14 banks located 
in the States of Washington, California, Oregon, and Arizona, including 2 banks 
in Los Angeles, 5 in San Francisco and 1 in San Diego. Of these endorsements 
it is worthy of note that the First National Bank of Oregon, Portland, Oreg., is 
an affiliate of the First American Corp., as is the California Bank and which 
was represented by Mr. Thomas E. Mead at the hearing. 

I appreciate the courtesies which you and members of the subcommittee 
extended to us during the course of our appearance before you on Tuesday and 
Wednesday of this week. 

Sincerely yours, 
Jesse P. Wo.cort, Chairman. 
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Liquidity and loan ratios for operating as banks in the United States, 


1944-59 





| Cash as a 

percentage 
| of deposits 
} 


U.S. securi- 

ties as a per- 
centage of 
deposits 





Cash and 
1.8. securi- 


| thes as a per- 


centage of 
deposits 


| 
ie He 


Loans as a 
percentage 
of deposits 


1944___..- <a m = 22. 4 60. 5 | 82.9 | 18.2 
i di cunlent coisa cbkca 2 rea coteet 22. 0 | 60.8 82. 8 | 18. 2 
1946 ‘ . we 54.9 78.0 | 22.9 
1947___. ‘ pias 24. 4 | 49.4 73.8 | 26. 7 
es 7 J 25.3 45. 1 70. 4 30. 0 
| Ses Scenatiaie é 22.9 | 47.0 | 69.9 30. 2 
1950_..... ite 24.1 | 40. 8 | 64.9 | 34.5 
| ees ‘ é 25. 2 37.8 | 63. 0 | 36.3 
1952__ ea 23. 9 36.7 | 60. 6 38.5 
SS Se are ae ° 23. 4 35. 6 59. 0 | 39.9 
| ROE 21.7 36. 5 58, 2 | 40. 4 
1955 es? 22.3 31.4 | 53.7 | 45.2 
1956 22. 4 28.9 51.3 48. 2 
a ae SS en : sl a4 28. 0 49.7 49, 2 
ENS EER TREE ee a 20. 4 | 29.3 49.7 48.4 
ee “eas : FRIES 20. 2 76.6 | 45.8 | 53. 2 
Source: Division of Research and Statistics, Federal Deposit Insurance Corporation, Apr. 7, 1960. 


Summary of assets, liabilities, and capital accounts of operating insured banks, 
Dec. 31, 1959 


[Amounts in millions of dollars] 











ASSETS 

[ane en come ce from Beni 2 oo ee $49, S97 
NS ets area oa anethiaameedl tanh pee eae 88, 220 
U.S. Government obligations, direct and guaranteed________.._-____ 63, 407 
Obligations of States and subdivisions.___.....___...____________-- 17, 391 
SE RRR ALA TES oleh As. < SEM ER Reng Den Raa, Ss AES | 7, 422 
Destis aan Gaceentea (avo)? total. ec d nee 134, 015 

Real estate loans secured by residential properties : 
Insured by Federal Housing Administration.___._._._._.___._____- 11, 829 
Insured or guaranteed by Veterans’ Administration._________ 10, 678 
Not insured or guaranteed by FHA or VA_-__--___--___--_- 16, 536 
Oe” LE SEB DM ote, 2 cist ale, ae ae 17, 170 
Roamer Ot Omri) JONI a 40, 288 
Nee eee nn enn asad nasitic nuda atoinas tienda ates aE 37, 514 
| a ARNO CL Nia IE AA SORA SE MR BL Ops or ET 5, 411 
TEGee” MEE: CPD Fc ek a ees 2 277, 548 

LIABILITIES AND CAPITAL ACCOUNTS 

ae Ea PRE VEEL LS ol Vth ee REE oe 253, 280 
NS I LG Pt CARES Rg a Ne A ETN ee 247, 589 
ie | ea: eel eee aS mee ey ier a ENR es Tht aM ewig. 4) 5, 691 
Capital accounts (funds available to protect depositors), total._______ 24, 263 
Capital stock, surplus, and undivided profits_......_...-__________ 21, 218 
Amounts set aside for contingencies and losses on loans__________ 3, 045 
Total liabilities and capital accounts (gross)___-______________ 277, 543 
REO” ORE” a era 13, 382 


Source: Prepared by 
Corporation, Apr. 6, 1960. 


Division of Research and Statistics, Federal Deposit Insurance 
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STATEMENT OF FEDERAL DEPosIr INSURANCE CORPORATION, BY ROYAL L. Copurn, 
GENERAL COUNSEL, IN RESPONSE TO STATEMENT OF MR. GRANT ANDERSON ON 
H.R. 8916 anp 8928 


The committee has graciously granted permission to the corporation to ex- 
press its views on the matters contained in the testimony offered before the 
committee by Grant W. Anderson, vice president of the Northwestern National 
Bank of Minneapolis. Reference in these comments shall be made particularly 
to the prepared portion of Mr. Anderson’s statement, in which he read from a 
letter dated March 30, addressed to Hon. Paul Brown, chairman of this commit- 
tee. In view of the fact that Mr. Anderson makes reference to several adjudi- 
cated cases, and supports his two amendment proposals by legal arguments, the 
General Counsel has been requested to provide the committee with the corpora- 
tion’s views on this matter. 

At the outset, it is pertinent to refer to the statements made by Mr. Loeffler 
that the staff of the corporation has given considerable time and attention to the 
proposals here offered by Mr. Anderson—in fact, probably more time was de- 
voted to these matters than to any other suggestion made in reference to the 
drafting of the proposal by the corporation. 

Mr. Anderson has appeared before the committee of the American Bankers 
Association and offered substantially the same contentions that were here pre- 
sented to this committee, and in the face of these contentions, both the Com- 
mittee on Federal Legislation and the Committee on Federal Deposit Insurance 
of the American Bankers Association endorsed H.R. 8916. The statements of 
Mr. Kimbrel and Mr. Brumbaugh bear witness to this fact. 

In our discussions with Mr. Anderson, it became apparent that he was more 
concerned with the effect of the inclusion of “cash collateral, holdback accounts, 
dealer reserve accounts and other similar accounts” in the definition of ‘de 
posits” on the reserve requirements of the Board of Governors of the Federal 
Reserve System than with the effect on the assessability of such accounts by the 
Corporation. In our conferences with him, Mr. Anderson was advised that the 
proposed legislation did not, in any way, change the treatment of such accounts 
for reserve purposes, but rather that the present bill was in full accord with the 
long-established rulings of the Board of Governors on this issue. 

With this as a background, let us turn to the two specific changes which Mr. 
Anderson proposes be made in the legislative proposal. The first change he 
recommends is that cash collateral, holdback and dealer reserve accounts, which 
he states “are not ‘deposits’ in any true sense of the word,” shall be omitted 
from the definition of the term “deposit” and from the assessment base. In sup- 
port of his position, he cited certain adjudicated cases. We advised Mr. Ander- 
son that he was wrong in several of his statements made in reference to the 
holdings in these cases, and, accordingly, he has corrected some statements he 
made in the record of these proceedings. We believe that the committee and its 
staff will be most interested in the Irving case cited in his letter (FDIC v. Irving 
Trust Company, 137 Fed. Supp. 145), in which the Court rejects the theory that 
only “ordinary deposit accounts” come within the meaning of “deposits” for 
insurance purposes. In this case the following 14 types of collateral and other 
special purpose funds were in issue, and the Court held that each one of them 
constituted a “deposit” under the Federal deposit insurance law: 

1. Cash collateral received and held pending payment against irrevocable 
commercial letters of credit. 

2. Cash proceeds from sale of securities held as collateral to a loan. 

3. Cash proceeds from sale of commodity dealers’ securities and cash col- 
lateral to commodity dealers’ loans. 

4. Cash collateral for guarantees and other liabilities to third persons. 

5. Cash collateral against securities purchased, where bank itself placed 
order with broker. 

6. Cash collateral in connection with FHA building loans. 

7. Anticipated acceptances (funds held to meet bank acceptances). 

8. Cash proceeds of loans for repayment of life insurance premiums. 

9. Cash received under charter party agreements pledged as security for 
loans. 

10. Taxes withheld. 

11. Unclaimed dividends. 

12. Treasurers’ and officers’ checks. 

13. Funds held pending distribution to colenders. 

14. Prepayment of interest on commercial loans. 
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Since the case not only enumerates the accounts, but provides a description of 
each account and its use by the customers and the banks, we commend this 
decision for your consideration. 

The issue in the foregoing case is only pertinent in the present considerations 
as historical background and legal justification for the proposed bill. Collateral 
funds and other special purpose funds were, prior to that case, construed by 
the Corporation to be “deposits” under the 1935 act, and this position was chal- 
lenged by the two defendant banks in the above case (Irving Trust Co. and 
Guaranty Trust Co. of New York). We cite this case primarily to show that 
the Court approved the interpretations of the Corporation that collateral and 
other special purpose accounts were, in fact, “deposits,” as that term was, and 
is presently, used in the Federal Deposit Insurance Act. In this bill the Corpora- 
tion recommends that the term “deposit” be defined in detailed language, to ex- 
pressly include collateral and other special purpose funds in the statutory defini- 
tion, thus removing any basis whatsoever for the conflicts that occurred in the 
foregoing adjudication. 

At the risk of repeating testimony that has been given to this committee, the 
definition of “deposits” and of the proposed assessment base is conformed to 
dovetail with the instructions for the preparation of the call reports. This is 
necessary because the call reports are to be used as the basis for the assessment 
information. In the drafting it was found that there were some differences in 
what was required to be included as “deposits” in the report of condition, as 
compared with the inclusions in the statutory requirements for the present 
assessment base. ‘The present Federal Deposit Insurance Act provides that 
“cash funds which are received and held solely for the purpose of securing a 
liability to the bank but not in an amount in excess of such liability,” may be 
excluded from the assessment base. This means that such funds, although con- 
stituting “deposits” within the term “deposits” as defined in the act and regu- 
lations, are nevertheless excluded from the assessment base. On the other hand, 
the call report requires that such funds be reported as deposit liabilities. It 
has been the long-established position of the Board of Governors of the Federal 
Reserve System and of the Comptroller of the Currency that such special pur- 
pose funds were “deposits” for the purposes of the call report, and, likewise, 
such funds were “deposits” for determining reserve requirements. In connec- 
tion therewith we submit herewith photostatic copies of the conclusions of the 
Roard of Governors of the Federal Reserve System on this matter, the first being 
an interpretation appearing in the Federal Reserve Bulletin of April 1942, at 
page 302. A confirmation of the conclusions there found is shown in the inter- 
pretation of the Board of Governors contained in the Federal Reserve Bulletin 
of March 1960, at page 265. 

In view of the fact that the proposel legislation is in accord with prior judi- 
cial decisions, is in accord with the determinations of the Board of Governors 
of the Federal Reserve System in reference to reserve requirements, and is in 
accord with the instructions for the preparation of call reports, we find no 
basis for, or merit in, the contention that these items should be excluded from 
the definition of ‘‘deposit” or the assessment base. 

The second proposal that Mr. Anderson makes would permit so-called “pay- 
able or collectible at or through” items to be deducted from deposits in com- 
puting the assessment base. 

In order to clarify these banking terms, permit me to give an example of the 
transactions to which this terminology applies. For instance, following a meet- 
ing of a town council, board of township supervisors, or board of education, the 
clerk thereof, in accordance with resolutions as adopted, will draw warrants on 
the treasurer for the payment of approved bills and accounts. It is customary 
for such warrants to be drawn payable at or through one or more banks as 
enumerated on the draft. The bank receiving such warrants will accumulate 
them for presentation to the treasurer who, if he finds them to be duly author- 
ized and otherwise in order, will issue his official check drawn upon and payable 
by the bank. 

Under the proposed legislation, if the bank has the right, either by law or 
by contract, to charge the drawer’s deposit account with such items, then such 
items may be deducted from the assessment base. On the other hand, if, either 
by contract or by law, it does not have such right, then such items may not be 
deducted, but, in lieu thereof, are treated as other cash items in the process of 
collection. Mr. Anderson makes some issue of the fact that the statutes of the 
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different States vary in reference to the rights of the banks to pay such items 
on presentation. Mr. Anderson is accurate in his statement that there is a vari- 
ance in the statutes on this subject, just as there is a variance between the 
contractual relations between the customer and the bank in reference to these 
matters. The bank and the customer are at liberty in each and every instance 
and in each and every State to make their own arrangements as to the legal 
effect of transactions of this kind. The fact remains that items of this char- 
acter should be treated on the basis of their actual legal status, statutory or 
contractual, established by the parties to the transaction. If, under the contract 
or the statute, such items received by the bank may not be charged against the 
drawer’s deposit account, then there could be no justification for treating them 
the same as items chargeable against deposits and for permitting such a deduc- 
tion from the deposit liabilities of the bank, and thereby reducing the assessment 
base. Accordingly, the Corporation sees no validity whatsoever in Mr. Ander- 
son’s suggestion that the statute should specifically exempt items of this type 
from the assessment base. 

For the above reasons, the Corporation does not deem that the proposals 
made by Mr. Anderson on behalf of his bank are meritorious, and hence we 
recommend that the proposals be rejected. 


(Excerpt from the Federal Reserve Bulletin of April 1942, appear- 
ing on pp. 302 and 303, entitled “Reserves” follows :) 


RESERVES 


BALANCE IN “DIFFERENTIAL ACCOUNT’ SET UP UPON PURCHASE OF INSTALLMENT 
PAPER 


The Board’s opinion has been requested as to whether the balance in a 
“differential account” set up in connection with certain proposed contracts for 
the purchase of installment paper by a member bank gives rise to a deposit lia- 
bility against which reserves must be carried with the Federal Reserve Bank. 

It appears that under these contracts the bank would purchase installment 
paper at a price less than the face amount of the paper and that at the time of 
the purchase the dealer would be credited with the amount of the purchase 
price and full title to the paper would pass to the bank. Under the agreement, 
no further amounts would be credited to the dealer until “an amount in excess 
of the purchase price, plus ____ percent per annum computed monthly of the 
unpaid balance of the amount paid by the bank for such paper, is realized by 
the bank”; and any excess so realized would be applied first to satisfy any 
past due indebtedness of the dealer to the bank arising under the contract or 
otherwise, and any balance then remaining would be paid or credited to the 
dealer. 

In practice, it is understood that the transaction is handled in the following 
manner. At the time of the purchase, in order to maintain a record of pay- 
ments, the bank sets up what is termed a “differential account” representing 
the difference between the face amount of the paper and the purchase price. 
As monthly collections are made on the face amount of the paper, any amount 
realized in excess of the proportionate monthly part of the purchase price (plus 
the agreed interest or discount) is paid over to the dealer; and at the same time 
the differential account is reduced by the amount of such additional payment. 
As a result, the differential account at all times represents a certain percentage 
of the unpaid balance. 

The Board had under consideration in 1938 a case involving somewhat similar 
facts. In that case it appeared that a national bank, in connection with its 
purchase of installment paper from dealers, required each dealer to set aside 
out of the proceeds of the paper and carry with the bank in a “special reserve 
account” a certain percentage of the face amount of the paper or of the unpaid 
balance thereon. The bank was authorized to charge this account with any 
losses sustained in the collection of the paper discounted for the dealer or as the 
result of any other indebtedness incurred by the dealer. The Board ruled that 
the amounts held in such a special reserve account, not being segregated from 
the other assets of the bank, should be regarded as deposits against which 
reserves must be carried with the Federal Reserve bank. 

In the case now under consideration it appears that the so-called differential 
account constitutes merely a current record of the excess of the unpaid balance 
of the face amount of the paper over the unpaid balance of the agreed purchase 
price. Under the terms of the contract, the bank is under no liability to the 











~ = eh mn eH A 


“ 


fe! 


sts 
or 


re; 
tai 


ar 
do 


of 
an 
pri 











i as 





FEDERAL DEPOSIT INSURANCE ACT 115 


dealer for the amounts credited to the differential account until actually col- 
lected. In the case considered by the Board in 1938, it was understood that 
the bank at the time it acquired the notes gave the dealer credit for the full 
face amount thereof but set aside an agreed percentage of this amount as a 
special reserve fund which was not available to the dealer until after full pay- 
ment of the paper. In this respect, therefore, it is believed that the present 
case may be distinguished from the case above mentioned. 

On the basis of the facts as outlined above, and without undertaking to ap- 
prove specific forms of contracts, the Board has reached the following con- 
clusions: 

1. If the purchase price of the paper is credited to the dealer’s account, the 
resulting credit obviously is a deposit against which reserves must be 
maintained. 

2. The uncollected difference between the purchase price and the face amount 
of the paper is in practical effect a potential margin of security and does not 
constitute a deposit against which reserves must be maintained. 

3. Where, however, an installment payment has been received and a portion 
of such payment (say 90 percent) has been credited against the purchase price 
and the remainder (say 10 percent) has not been credited against the purchase 
price, the 90 percent of the payment which has been applied against the purchase 
price does not constitute a deposit balance, but the remaining 10 percent of the 
payment does constitute a deposit unless and until it is paid over to the dealer 
or applied against his indebtedness. 

4. Whenever the payments received on any paper purchased aggregate an 
amount in excess of the purchase price plus interest or discount, any such 
excess which is not paid over to the dealer or credited against his indebtedness 
likewise constitutes a deposit against which reserves must be maintained. 


(Excerpt from the Federal Reserve Bulletin of March 1960, ap- 
pearing at pp. 265-266 :) 


AMENDMENT TO REGULATION U 


The Board of Governors of the Federal Reserve System, effective March 8, 
1960, amended paragraph (b)(1) of section 221.3 of regulation U, entitled 
“Loans by Banks for the Purpose of Purchasing or Carrying Registered 
Stocks,” so as to restore the language of this paragraph as it stood before June 
15, 1959, in order to avoid administrative problems arising under the provisions 
that had been in effect since that date. However, the Board is concerned with 
evasive extensions of bank credit for the purpose of carrying registered stocks 
and expects banks to be alert in detecting and preventing attempts to circum- 
vent the basic purposes of the regulation. The amended paragraph as published 
in 25 Federal Register 2098 on March 12, 1960, reads as follows: 

“(b)(1) No loan, however it may be secured, need be treated as a loan for 
the purpose of ‘carrying’ a stock registered on a national securities exchange 
unless the loan is as described in subparagraph (2) of this paragraph or the 
purpose of the loan is to enable the borrower to reduce or retire indebtedness 
which was originally incurred to purchase such a stock, or, if he be a broker 
or a dealer, to carry such stocks for customers.” 


“DIFFERENTIAL” OR “DEALER RESERVE” ACCOUNTS AS DEPOSITS AGAINST WHICH 
RESERVES ARE REQUIRED 


The Board has recently received several inquiries as to whether certain dif- 
ferential or reserve accounts set up for installment paper are deposits against 
which reserves are required. In 1942 Federal Reserve Bulletin 302, the Board 
stated four conclusions for determining whether so-called ‘dealer reserve” 
or “differential” accounts are deposits against which reserves are required : 

“1. If the purchase price of the paper is credited to the dealer’s account, the 
resulting credit obviously is a deposit against which reserves must be main- 
tained. 

“2. The uncollected difference between the purchase price and the face 
amount of the paper is in practical effect a potential margin of security and 
does not constitute a deposit against which reserves must be maintained. 

“2. Where, however, an installment payment has been received and a portion 
of such payment (say 90 percent) has been credited against the purchase price 
and the remainder (say 10 percent) has not been credited against the purchase 
price, the 90 percent of the payment which has been applied against the pur- 
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chase price does not constitute a deposit balance, but the remaining 10 per- 
cent of the payment does constitute a deposit unless and until it is paid over 
to the dealer or applied against his indebtedness. 

“4. Whenever the payments received on any paper purchased aggregate an 
amount in excess of the purchase price plus interest or discount, any such ex- 
cess which is not paid over to the dealer or credited against his indebtedness 
likewise constitutes a deposit against which reserves must be maintained.” 

There apparently is doubt among some member banks as to the situations in 
which these various conclusions are applicable. In the interests of clarification, 
the Board wishes to point out and differentiate typical circumstances in which 
each of the above conclusions would be controlling. 

Conclusion No. 1 would be controlling in a situation where the borrower is 
credited with the full face amount or outstanding balance of the paper but a 
certain percentage thereof is designated as a reserve account and cannot be 
withdrawn by the dealer. In such a ease the entire amount credited to the 
dealer’s account, including the percentage of the purchase price withheld, con- 
stitutes a deposit against which reserves are required. The fact that no repay- 
ments on the paper have been received and held in the account is not material in 
determining whether the account is a deposit. The determining factor is that 
the reserve is created out of the proceeds of the full purchase price of the paper. 

By contrast, the differential account under conclusion No. 2 is created from 
the uncollected difference between the purchase price of the paper and the face 
amount or outstanding balance thereof. In this case, the differential account 
would merely be a memorandum of this “uncollected difference” and constitute 
a potential margin of safety for the purchaser of the paper. Under the cir- 
cumstances, the differential account would not constitute a deposit against which 
reserves are required. 

Conclusion No. 3 applies to those situations where collections are received 
in a differential account. Obviously, any portion of such collections which is 
credited against the purchase price does not constitute a deposit. However, 
any portion of such collections which is carried in the differential account and 
is not applied against the purchase price or otherwise paid over to the dealer, 
constitutes a deposit against which reserves are required. In some instances, 
the entire amount of the collections when received is held in the differential 
account for a period of time. Periodically, a portion of the collection is offset 
against the purchase price. Until the collections are either paid over to the 
customer or applied against his indebtedness, they constitute deposits against 
which reserves are required. 

Conclusion No. 4 also applies to those situations where collections are received 
on installment or similar paper. It is emphasized in this conclusion that all 
payments received on paper in excess of the purchase price plus interest, dis- 
eount, and the like, which are not applied against the borrower’s indebtedness 
or otherwise paid over to him, are deposits against which reserves are required. 
This would be true regardless of how this excess is held by the bank, whether in 
a differential account or otherwise. 


STATEMENT OF FEDERAL DEPOSIT INSURANCE CORPORATION BY WILLIAM G. LOEFFLER, 
CONTROLLER, IN RESPONSE TO STATEMENT OF Mr. THOMAS FE. MEAD ON H.R. 8916 
AND H.R. 8928 


On page 1 of his statement Mr. Mead says that enactment of the proposed 
legislation would not be in the public interest, but no data are submitted in sup- 
port or justification of that assertion. 

On page 2 the statement is made that “since the inception of the FDIC the 
assessment has been based not on gross deposits but on the net collected deposits 
of each insured bank” and “the difference between these amounts is represented 
by the uncollected cash items which are reflected in gross deposit totals.” 

The foregoing statement implies that the assessment is based on gross de- 
posits less items in process of collection. This is true only under the (bb) 
method of deduction for uncollected items, which is used by only a comparatively 
few banks. On the contrary, at least 90 percent of all banks use the (aa) 
method of deduction for items in process of collection, which permits them to 
multiply by two the amount of items received on a base day and which are in 
the process of collection and remain uncollected at the close of business on the 
same day, including “local” items which is no event require more than 1 day 
for collection. 
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On page 3 the statement is made that “* * * uncollected items vary from one 
bank to another and range from less than 2 percent of total deposits to in excess 
of 30 percent, depending wholly upon the character of the business conducted.” 

On page 18 of my statement I said: ‘‘We recognize that the standard percent- 
age deductions do not represent the exact float ratios of every insured bank, nor 
could these or any other ratios possibly do so.” 

It may be true that the actual uncollected items in process of collection on any 
given date may vary from 2 to 30 percent. We do not have available a study 
by individual banks to show the range of float on any call date. However, a 
discussion of float directs attention to one of the problems with which we have 
to deal under the (aa) method, and that is to determine whether or not un- 
usually large deposit items were received in the regular course of business as 
prescribed in the 1950 act and may therefore be claimed as a deduction in twice 
the amount at which they are included in the reported deposit liabilities. 

We have found instances where banks have traded deposits in large amounts, 
of say $20 million or $25 million, on the base day thereby inflating their de- 
posits by such amounts. If these transactions had not been detected, each of 
the participating banks would have obtained a deduction for twice that amount. 
It is believed that the opportunity and incentive for such “window dressing” 
will be substantially removed under the proposed method of computation be- 
eause of two things: First, the banks would not have a fixed date on which to 
compute the assessments but would be subject to surprise call dates; and, sec- 
ond, it would no longer be advantageous because they would have to pay an 
assessment on 83-13 percent of any such “window dressing.” 

On page 2 the statement appears that “by virtue of the 1950 amendments the 
procedure was simplified on a basis equitable to all banks, allowing an optional 
method for the computation of these uncollected items,” and continues on page 
3 with the statement, “The proposed bills would substitute for this very fair 
provision an arbitrary deduction * * *” 

On page 4 the statement is made, “The proposal for a fixed percentage as set 
forth in the pending legislation not only lacks a logical basis but further 
aggravates the present inequities of the assessment formula (italic supplied). 

It is somewhat difficult to reconcile the statement that the 1950 amendments 
simplified the procedure on a basis equitable to all banks with the latter state- 
ment that the proposed legislation further aggravates the present inequities of the 
assessment formula. 

On page 4 of Mr. Mead’s statement he agrees that the proposed formula for 
computing assessments is simple but likens it to a proposal that could be 
advanced for simple computation of an income tax based upon gross sales, and 
follows on the next page with the suggestion that the bills be amended to give 
the choice of using the present system of computing the deduction for uncol- 
lected funds, i.e., the (aa) or (bb) methods, or of taking a deduction equal to 
a percentage of demand deposits. He likens this to the computation for personal 
income tax returns of the permissible choice between a standard deduction and 
an itemization of deductions. In the latter analogy the taxpayer has the choice 
of an exact method or a standard percentage deduction, but Mr. Mead, in respect 
to assessments, is suggesting the choice between two estimated methods of 
computing deductions, i.e., between the arbitrary (aa) method and the standard 
deduction of 16% percent and 1 percent or the choice of the more nearly accurate 
deductions under the (bb) method. 

The statement is made that Mr. Mead is in agreement with the objective, 
among other things, of “reducing whatever problems there may be in present 
procedures.” 

The problems arising under the present assessment requirements have neces- 
sitated an enlarged field audit staff. Perhaps the scope of problems can best 
be envisioned by calling attention to the large volume of correspondence resulting 
therefrom. 

In 1959 we wrote in excess of 6,000 letters seeking either to get corrections 
of reporting and computation errors, or to seek further information in respect 
to certified statements or in answer to their inquiries in regard to the require- 
ments under the present methods of computation. In 1958 we wrote more than 
5,100 letters and in 1957 more than 6,000 for the same purpose. 

In order that your committee may know more about the problems encoun- 
tered in the administration of the present law and the time spent in auditing 

“Cpee > ~] € > ste . ri ; $ 
eee ane we are including a statement showing the audit time and 
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for the 12 banks which are members of the New York Clearing House Associa- 
tion. The banks are identified by a “letter” rather than name. 

Mr. Mead also states that he believes a very much larger increase in the credit 
than the one which has been proposed can be supported but that such an increase 
should be made only after thorough factual investigations and studies have been 
made which will show just how much of an increase can properly be justified. 
The type of studies referred to by Mr. Mead have been the subject of research 
on the part of the Corporation staff for many years. A very exhaustive report 
on such a study was included in the annual report of the Corporation for the 
year 1957, beginning on page 49, and it is therein concluded that a minimum 
fund of 1 percent of total deposits should be accumulated in order to meet almost 
any possible financial crisis except perhaps one such as was experienced in the 
1930's. 

The Corporation has not arrived at this proposed legislation haphazardly, or 
without thought, nor without the advice and constructive suggestions of many 
competent and able advisors. The Board of Directors has arrived at these pro- 
posals after the fullest consideration of the needs of the fund for the protection 
of depositors and with a full knowledge of their responsibility and necessary 
integrity to the Government, to the Congress, and to the public. 


Data relating to field assessment audits and exceptions taken to reported items 
in most recent audits of banks, members of the New York Clearing House 
Association 
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TuHeE First NATIONAL BANK OF ATMORE, 
Atmore, Ala., January 13, 1960. 
FeperaAL Deposit INSURANCE CORPORATION, 
Washington, D.C. 


Dear Sires: In response to your request for comment on the proposed new 
method of figuring assessments, we have compared figures the old way with 
those we have arrived at by the new method and we find the latter both easier 
and a little less in amount. Therefore we are in favor of the proposed change. 

Yours very truly, 
Mary R. Pravy, 
Assistant Cashier 
(For J. M. Jones, President). 


THE MERCHANTS NATIONAL BANK OF MOBILE, 
Mobile, Ala., October 5, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 


GENTLEMEN: Following the receipt of Mr. Wolcott’s letter of September 11, 
1959, which included a statement regarding proposed legislative amendments to 
assessment provisions of Federal Deposit Insurance Act, we have applied the 
proposed methods to find the comparative assessments for the years 1956, 1957, 
and 1958. The results show that in our case the decrease in assessment ranges 
between 1.25 and 2.5 percent. 
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This will be quite favorable to us, but our impression is that in relatively 
few instances the proposed formula would result in increases in the assessments. 
Substitution of the 1614-percent deduction from demand deposits for the 15 per- 
cent used in an earlier proposal would leave relatively few instances where an 
increase would result. If these changes can be accomplished without any sub- 
stantial discrimination through increased assessments, then it seems that the 
results to be obtained, plus elimination of certain special records, would be quite 
worthwhile. 

The proposed increase in statutory assessment credits from 60 to 6624 percent 
seems timely in view of the amount now in the deposit insurance fund. 

Our hope is that these proposals will receive further consideration and study 
on the part of those interested in seeing them enacted. 

Very truly yours, 
J. F. McRag, President. 


First NATIONAL BANK, 
Ketchikan, Alaska, September 25, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR Mr. Wo.tcort: We are heartily in favor of the new legislation on the 
Federal Deposit Insurance Corporation’s assessments as Outlined in your letter 
of September 11, 1959, and feel it would be of great value to all member banks. 

Sincerely, 
CARL Hosss. 


THE SIMMONS NATIONAL BANK OF PINE BLUFF, 
Pine Bluff, Ark., October 27, 1959. 
Mr. JESSE P. WALCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcorr: In reference to your letter of September 11, 1959, outlin- 
ing the proposed amendments to the Federal Deposit Insurance Corporation Act, 
we have read the proposals with a great deal of interest and heartily agree 
with you on most of the amendments and believe that these changes are a 
step in the right direction. 

The years of experience your organization and staff have had regarding this 
setup should indicate that all of these changes are for a more efficient reporting 
and assessing and the idea of a certain percent for reduction is outstanding. 
We, therefore, would hesitate to suggest certain changes, but as you ask for 
comments we give you our suggestions regarding the reports as follows: 

1. If the deposit liabilities as set forth in the report of conditions of banks 
as called for by the Comptroller and the State banking commissions should be 
used as the correet deposit liabilities with a certain percentage for deduction, 
it would save your organization a world of detail examinations. 

2. We suggest that you do not allow any other deductions as there is always 
a misinterpretation regarding deductions and a flat percentage would cure it. 

3. We also suggest that you adjust the assessment rate and not have any 
deduction. The assessment rate is more or less theoretical; the banks get a re- 
bate each year and the assessment rate could be changed in times of stress. 

We heartily commend you and your department for making changes that will 
be more helpful to the banks. 

Sincerely yours, 
BH. L. WILLIAMS, 
Vice President and Cashier. 


Paciric NATIONAL BANK oF SAN FRanctsco, 
October 1, 1959. 
Mr. Jesse P. Woicort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 
Dear Mr. Wowcotr: Thank you for your letter of September 11 furnishing 
us with information regarding legislation introduced in both Houses of the 


U.S. Congress pertaining to the base for computing assessments to the Federal 
Deposit Insurance Corporation, 
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We have carefully reviewed the proposed changes outlined in your letter and 
we are glad to advise that in our opinion the program for simplifying the 
assessment computation requirements is desirable from many standpoints and 
the effect is beneficial to insured banks. 

Very truly yours, 
Ear_e H. Le Masters, President. 


THE BERTHOUD NATIONAL BANK, 
Berthoud, Colo. 


The new system sounds fine, it is easier and you are more generous with 


cash items than we usually carry. 
Tuomas ©. Betn, President. 


CoLoRADO NATIONAL BANK, 
Denver, Colo., October 16, 1959. 
Mr. H. W. KEFAUVER, 
Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Brit: Thanks for sending me the rules and regulations of the Federal 
Deposit Insurance Corporation. 

Further to our letter of October 9, 1959, relative to proposed changes in the 
assessment basis for insured banks, we have made a computation for the years 
1956, 1957, and 1958 according to the proposed method. 

We find that on the deduction of 1624 percent in lieu of float would save ap- 
proximately $2,000 per year. However, the time which we would save in com- 
piling the report under the proposed computation is certainly worth while to us 
and we feel that this is an improvement. The contemplated refund of 66%4 per- 
cent instead of the present 60 percent will give us a nice savings of approxi- 
mately $4,000 to $5,000 per year. I thought you might be interested in our 
figures, so I am enclosing our worksheets. 

I note that the letter from Mr. Wolcott asks for comments on the proposals 
and we shall appreciate your passing our remarks on to the proper office. 

With best regards, I am, 

Sincerely yours, 
Jimmy, 
JAMES J. DURKIN, 
Vice President and Cashier. 


THE LONGMONT NATIONAL BANK, 
Longmont, Colo., September 15, 1959. 
Mr. Jesse P. Woucort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: I have reviewed your letter of September 11, 1959, and 
very much prefer the proposed method of computing assessments, based on 
deposit liabilities as reported in our reports of condition, with flat percentage 
deductions, in lieu of deductions for cash items in process of collection. 

I feel the new system will be easier to compute, and will require fewer records 
on our part. We have made a comparative analysis for the past few years, 
and find the assessment will be slightly less under the proposed system. 

I assume this advartage would be offset by a reduced credit on some future 
assessment. 

Very truly yours, 
J. H. Meyer, Presideni. 


THE CONNECTICUT NATIONAL BANK, 
Bridgeport, Conn., September 18, 1959. 

Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corp., 
Washington, D.C.: 

This is to acknowledge your communication of September 11 and I congratu- 
late you on the improvement in the method of computing assessments for 
member banks. 


} 
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Your understanding of the amount of time consumed in the previous method 
is a pleasant surprise to my comptroller department. Repeatedly they stated 
that if the FDIC knew of the amount of detail they had to 'go through’ to get 
what you wanted, it would certainly be siniplified: 

This of course proves they are right. 

Sincerely, 


Lewis A. SHEA, President. 


THE First NEW HAVEN NATIONAL BANK, 
New Haven, Conn., September 15, 1959. 
Mr. JESSE P. WoLcorTtT, 
Chairman, Federal Deposit Insurance Corp., 
Washington, D.C. 


Dear Mr. Woxtcortr: Thank you for shortening the work of figuring the FDIC 
assessment. This will save us many hours of work. We sincerely hope this 
amendment passes. 

On page 2 of your letters, September 11, item No. 13G states “multiply by 
“9,0041666 (one-half of one-twelfth of 1 percent). Is this correct or should it 
read ‘0.00041666” ? 

Very truly yours, 
WILLIAM F. Hasse, Jr., Comptroller. 


THE FAIRFIELD County Trust Co., 
Stamford, Conn., September 24, 1959. 
Re House of Representatives bills (H.R. 8916 and H.R. 8928) and Senate bill 
(S. 2609). 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 


GENTLEMEN : Would you kindly inform the undersigned if the above captioned 
bills introduced in both Houses of the U.S. Congress, provide for the effective 
date of the proposed changes in the base for computing assessments payable by 
the bank to your Corporation. Will they apply to the period from July 1, 1959, 
to December 1, 1959, payment due on or before January 15, 1960? 

In my opinion, the new proposal, simplifying the assessment computation by 
using as a base the deposit figures from reports of condition, will save the banks 
many hours of labor in preparing the semiannual certified statements required to 
be filed at your office. 

Your kind and prompt reply will be greatly appreciated. 

Very truly yours, 
G. WINTHROP KNappP, 
Assistant Secretary and Auditor. 


THE RicGs NATIONAL BANK OF WASHINGTON, D.C., 


September 30, 1959. 
Hon. Jesse P. Wotcort, Jr., 


Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


My Dear Mr. Wotcort: In response to your letter of September 11, 1959, 
regarding the bills recently introduced in both Houses of the U.S. Congress with 
reference to proposed changes in the assessment base, we feel that this legisla- 
tion represents a constructive step toward simplifiction of the computation of 
assessments and a reduction of the areas of misunderstandings and administra- 
tive problems. 

We realize it is the result of a long and intensive study, and you and your 


associates are to be commended for your continuous efforts to reduce these 
matters to their simplest terms. 


Sincerely yours, 


IK’. A. Grpsons, Jr., 
Vice President and Comptroller. 
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SEcuRITY BANK, 
Washington, D.C., September 17, 1959. 
Mr. JEssE P. Wo.Lcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Wotcotr: Thank you for your letter of September 11 and the at- 
tached résumé of the principal changes in the proposed legislation recently 
introduced in both Houses of the Congress. 

I have had a review made of our reports for the years 1956, 1957, and 1958, 
applying the proposed formula. This analysis reveals that although the assess- 
ment base is greater the net assessment is reduced by reason of the additional 
6% percent formula credit rebate. 

The elimination of the detailed records and the simplification in the formula 
to determine the assessment base under the proposal is highly commendable. 

I think the Corporation has done a great service in this proposal and I am 
looking forward to speedy passage of the bill upon return of the Congress. 

Very truly yours, 
F. G. ADDISON, JR., President. 


Tue First NATIONAL BANK OF GAINESVILLE, 
Gainesville, Fla., September 15, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DEAR Mr. Wotcorr: Thank you for your letter of September 11 calling to our 
attention the proposal change in computing assessment on deposit liability. We 
checked our assessment on the proposal change for the years of 1956, 1957, and 
1958 and we found it would have saved us quite a little bit and we also believe 
it would simplify the computing of the assessment. 

Yours very truly, 
S. K. Carr, Vice President. 


THE BARNETT NATIONAL BANK OF JACKSONVILLE, 
Jacksonville, Fla., October 21, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcotrr: Your letter of September 11 concerning the proposed 
amendments to the Federal Deposit Insurance Act has been referred to me for 
reply by the president of our bank. 

We have studied the contents of your letter and made a comparison of the 
assessments for the years 1955 through 1958, and wish to advise that the change 
appears to be favorable to our bank. A simplification of the assessment compu- 
tation will be a tremendous help in the preparation of FDIC reports. 

Yours very truly, 
M. K. KirrrepGe, Comptroller. 


THE FLORIDA NATIONAL BANK OF JACKSONVILLE, 
Jacksonville, Fla., September 16, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Woxtcott: We thank you for your letter of September 11, 1959, en- 
closing résumé of proposed legislative amendments to assessment provisions of 
Federal Deposit Insurance Act. 

It is our opinion that the proposed changes would simplify the preparation 
of future assessment reports, and this would certainly be a timesaver for those 
charged with the responsibility of preparing the assessment form and our depart- 
ment would welcome these changes. 

Very truly yours, 
L. P. Hotton, Comptroller. 
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THE LEwIs STATE BANK, 
Tallahassee, Fla., September 28, 1959. 
Mr. Jesse P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcotr: Your letter of September 11 regarding proposed changes 
in computation of assessments has been received, and we appreciate very much 
your full explanation of these changes. 

It appears that our assessments will be higher at times on the new basis but 
will be lower on other occasions. 

The changes appear to be reasonable, particularly that which relates the 
assessment base to published statements. 

Yours very truly, 
GEORGE Lewis II, President. 


JEFFERSON BANK, 
JEFFERSON TRUST & SAVINGS BANK, 
Peoria, Ill., September 18, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcott: This is in response to your letter of September 11, 1959, 
eoncerning the proposed legislative amendments to assessment provisions of 
the Federal Deposit Insurance Corporation Act, and your solicitation for com- 
ments with regard to this proposal. 

We have reviewed these calculations which have been submitted during the 
past 3 years, and have determined that there is some slight variation in our 
favor using the formula as given, rather than the present means of determin- 
ing the amount of assessment. After considering the expense factor involved 
in the employment of traveling auditors and the advantages gained in this 
manner of simplification, we are convinced that enactment of legislation in sub- 
stantially this form, would eliminate the considerable amount of clerical work 
and confusion; too, we feel that it would be highly beneficial to both the Federal 
Deposit Insurance Corporation and the banking institutions. 

Sincerely yours, 


W. JAMES Patton, President. 


THE RMDELL NATIONAL BANK, 
Brazil, Ind., September 14, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 
(Attention: Jesse P. Wolcott, Chairman). 


Deak Sie: In reply to your letter of September 11, the changes which you 
outlined in this letter appear to be very satisfactory to us, and we would be 


glad to hear that Congress has finally passed an approval, stated as you have 
set out. 


With best regards, we are, 
Sincerely yours, 
JOHN H. RmwpEt., President. 


LINCOLN NATIONAL BANK & Trust Co., 


Fort Wayne, Ind., September 15, 1959. 
Mr. JESSE P. WoLcortT, 


Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DearR Mr. Wotcotr: Your letter of December 11 and your long and intensive 
consideration of means to simplify the assessment computation deserve sincere 
commendation. We are particularly interested in your recommendations to 
reduce the areas of misunderstanding in administrative problems. We hope 
Congress will reward your efforts by enacting the bills described in your letter. 
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As a means of developing inspirational material for use in launching a new 
and comprehensiye program, of. development, I examined many items in our 
scrapbooks. There was one editorial that proved to be particularly interesting. 
It was published November 16, 1907, by the Fort Wayne News-Sentinel and is 
in part as follows: 

“President S. M. Foster of the German-American National Bank suggests a 
remedy for banking affairs in the future which may forever settle any unrest 
among depositors. Mr. Foster says, ‘I have often wondered why it would not 
be entirely practicable for the Government to protect the deposits of the na- 
tional banks. I can think of no objections or difficulties that could’ not be 
overcome. While the advantages to be derived are so obvious that is not neces- 
sary to point them out. It would remove all necessity of postal savings banks 
and make panics a thing of the past. The statement is made that in the 40 
years that have elapsed since the National Bank Act first went into effect, the 
loss sustained by depositors in the national banks amounts to about eight one 
hundredths of 1 percent of the deposits. During this time we have gone through 
several periods of depression and two bad panics—1873 and 1893. If the banks 
had during this time paid to the Government one-quarter of 1 percent per 
annum on their deposits there would be in the hands of the Government today, 
after paying all losses that depositors had sustained a fund of $90 million. 
What bank is there that could not well afford to pay on its deposits one-quarter 
of 1 percent per annum to the Government for the sake of having its depositors 
feel that nothing short of the destruction of the Government could entail loss 
upon him. If there are difficulties in the way I wish some one would point 
them out.’ 

“The deposits in the national banks of the country amount approximately 
to $4 billion. The tax proposed would furnish the Government about $10 mil- 
lion per annum as an available fund to protect every depositor in the country.” 

During a period of almost 100 years Fort Wayne was regarded as having 
strong banks serving its financial needs. Hugh McCulloch was instrumental in 
organizing two of the banks. His record was so good he later beeame first 
Comptroller of the Currency of the United States and Secretary of the Treasury 
under President Lincoln. A national bank organized in 1863 received charter 
No. 11 from him in his capacity as Comptroller of the Currency. It was in 
the face of such strong competition that Mr. Foster and his associates or- 
ganized and operated what was then the small German-American Bank in 
this arena with these very old and well entrenched competitors. However, 
when the smoke cleared away after the 1933 presidential holiday, Mr. Foster’s 
bank, then under the careful guidance and control of Mr. Buesching who has 
served as its President for.30 years, was the only national bank to reopen. It 
is no secret that the progressive -ideas and capacity of these two men were 
responsible for this good fortune and for the rather abnormal. growth of the 
bank since 1933. 

Sincerely yours, 
EARL G. SCHWALM, President. 


Fimst NATIONAL’ BANK, 
Mitchell, Ind., September 14, 1959. 
Re proposed legislative amendments to assessment provisions of Federal Deposit 
Insurance Act. 
JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Sm: We read with great interest your statement of September 11. We 
have felt for some time the need of a reduced assessment or an increased rebate 
to the bank. This proposed legislation appears to give us some relief. We 
have checked our reports and find that under this new basis there would be 
some little savings to us and with less bookwork. 

We favor the proposed amendments. 

Very truly yours, 


JOHN R. Stroup, 
Executive Vice President. 
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THE NATIONAL BANK & Trust Co. oF SoutTH BEND, 
South Bend, Ind., September 17, 1959. 
Re H.R. 8916, H.R. 8928, S. 2609. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 
GENTLEMEN : The communication directed by your office under date of Septem- 
ber 11, 1959, respecting the above bills has been reviewed with profound interest. 
We have made a test check, using the formula mentioned in the third para- 
graph of your letter, and.find that the general method described and endorsed 
by the General Accounting. Office is meritorious and we are highly in favor of 
the adoption of this legislation by both Houses. It would appear imperative 
that every effort possible be expended to the end that the proposed changes in 
the assessment base become law, as we definitely feel that this legislation is 
constructive. 
Very sincerely yours, 
R. W. GoueEEN, President. 


THE First NATIONAL BANK, 
Denison, Iowa, September 14, 1959. 
In re proposed legislative amendments to assessment provisions of Federal .De- 
posit Insurance Act. 
Jessx P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR Mr.’ Wotcort: We were very much interested in seeing the outline of your 
proposed amendments for ‘simplifying the methods of computation of deposits. 
This is a fine service for the banks from your office and we heartily endorse 
your efforts in recommending this legislation to Congress. 

Yours very truly, 


T. C. AARESTAD, President. 


BANKERS TRUST Co., 
Des Moines, Iowa, September 17, 1959. 
Mr. Jesse P. Wo .cotr, 
Chairman, Federal Deposit Insuranee Corporation, 
Washington, D.C. 


Dear Mr. Wowcorr: We ihave gone over the proposed changes as ‘set out in 
your favor of September 11 in connection with the assessment base for FDIC. 
We are very much in accord with the proposals as outlined and feel that if the 
changes are adopted they will be very beneficial to our institution. We naturally 
are interested in any simplification possible which will reduce’ the work in: our 
bank as well as in your Department. 

We trust that these suggestions will be accepted favorably by the Congress and 
that we will be permitted to operate in the future in accord with them. 

Very cordially yours, 
S. OC. Pipe@ron, ‘President. 


Iowa-Des MoINEs NATIONAL BANK, 


Des Moines, Iowa, September 18, 1959. 
Mr. Jesse P. Woxcort, 


Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR Mr. Wotcort: After reading your recent letter concerning a change in 
the computation of the base for the assessment payable to your Corporation by 
banks insured by your organization, our comptroller’s department .has made 
the suggested comparisons and has reported favorably on the proposed new 
method. Undoubtedly, it will save time for the banks, as well as reduce the 
audit work of your Corporation and we will weleome the changed procedure. 
The next move should be to reduce the amount of the assessment. 

Cordially, 


CALVIN W. AURAND, President. 
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THe Toy NATIONAL BANK 
AND THE FARMERS LOAN & TRUST Co., 
Sioux City, Iowa, September 24, 1959. 





Mr. Jesse P. Wo tocort, 
Chairman, Federal Deposit Insuranee Corporation, 
Washington, D.C. 

Deak Mr. Wotcott: On September 11 you sent me a summary for the princi- 
pal changes proposed in legislation before Congress regarding the computation 
of your assessments. 

I have had Mr. Aronson, assistant vice president of our bank who is in charge 
of computing the assessments, review your proposals and we have no objections 
to them. It appears it would be a savings in manpower and time not only to us 
but to your staff as well. 

Yours very truly, 
CARLETON C. VAN Dyke, President. 





THE First STATE BANK OF PITTSBURG, 
Pittsburg, Kans., September 28, 1959. 
Mr. Jesse P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Worcott: We have taken time to analyze the proposed legislative 
amendments to assessment provisions. It always takes time to become adjusted 
to new forms, which may seem at first a bit awkward. 

We see no objection to the proposed change; and it probably will simplify 
the reports and computation of assessments. Be assured of our willingness to 
cooperate in any changes which you may recommend. 

Sincerely yours, 
B. A. SELLMANSBERGER, Hrecutive Vice President. 


THE Kentucky Trust Co., 
Louisville, Ky., September 29, 1959. 
Mr. JESSE P. WoLcoTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcotr: In the absence of our president, Henry Y. Offutt, I am 
writing to acknowledge your letter of September 11 concerning the bills intro- 
duced in the House of Representatives and the Senate pertaining to the base 
for computing our assessments payable to the Federal Deposit Insurance Cor- 
poration. We have referred the summary statement enclosed with your letter 
to our auditing department for their comment. I am glad to report that they 
think the provisions of the bills would result in a very considerable reduction 
for us in the time and effort involved in preparing the figures and a slight 
reduction in rate of assessment. Consequently, we are very much in favor of 
seeing legislation along these lines adopted. 


Sincerely, 
J. V. NORMAN, Jr. 


P.S.—I remember with pleasure meeting you several years ago during the 
House Banking and Currency Committee hearings on the bank holding company 
legislation. 


BANK or COMMERCE & TRUST Co., 
Crowley, La., January 21, 1960. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN : We refer to your letter addressed to us under date of September 
11, 1959, whereby you advised us of certain proposed legislation bearing on 
changes in computing our assessments payable to the Corporation semiannually. 

By using the formula which you furnished us and comparing the amounts 
arrived at, with the amounts which we used on our certified assessment for the 
six assessment periods, we find that the new proposed formula would result 
in a saving to us of approximately 10 percent. 
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Under the proposed formula for credit rebate, we find that by comparing with 
the old method, the result would amount to an approximate savings of 3% 

ercent. 
‘ We are pleased with the new: proposed ‘method in that it projects: a simple, 
uncomplicated method of computing our assessment base and we certainly hope 
that the proposal will be adopted by Congress. 

We wish to apologize for not sending you our comments on the above until 
now, and remain 

Yours very truly, 
ESTELLE ADAMS, 
Assistant Cashier. 


BANK OF WEST BATON ROUGE, 
Port Allen, La., January 20, 1960. 
Mr. JESSE P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcott: The transmittal of our assessment remittance for the last 
6 months of 1959 several days ago recalled to my memory your letter of Sep- 
tember 11, 1959, concerning proposed changes in the present method used for 
arriving at a basis for assessments, and certain other changes, as listed by you, 
for computing assessments due, etc. 

I am in full accord with all proposed changes, which I understand will be 
considered by the present session of Congress under bills introduced at the last 
session, and I am writing our Louisiana Senators and Congressmen today to 
urge their support of the bills. 

As I see it, the only point open to question from the standpoint of the indi- 
vidual bank would be the necessity of filing two additional reports of condition 
each year as outlined under item 3. However, this should present no particular 
problem as I assume the call dates would coincide with those of the State bank- 
ing authorities, who, at least in Louisiana, now require the filing of four reports 
each year. 

As I am sure all other bankers in the country do, I appreciate very much your 
efforts to simplify the processes required in this matter. 

Very truly yours, 
Irvin L. Moucu, President. 


LAFOURCHE NATIONAL BANK OF THIBODAUX, 
Thibodaugz, La., September 17, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeaR Mr. Wotcorr: We have received your letter of September 11, calling 
to our attention the proposed legislative amendments to the assessments pro- 
vision of the Federal Deposit Insurance Corporation Act. 

Anything which simplifies our task of filing reports is greatly appreciated, 
and the new proposed method, we feel, would be advantageous to us. Therefore, 
we would like to see the proposed changes become a reality. 

Sincerely, 
L. J. HEsert, Cashier. 


First NATIONAL BANK, 
Baltimore, Md., October 1, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeaR Mr. Woxcorr: This is to thank you for your letter of September 11 
with reference to the proposed changes in the base for figuring our assessments 
for our FDIC payments. 

Our people have carefully checked these proposals, and it will appear that 
our bank’s assessment would be very nearly the same under the proposed plan. 
Accordingly, we certainly favor the new plan as the computation is simpler and 
easier to make. 

Very truly yours, 
JAMES W. McELRoy, President. 





128 FEDERAL DEPOSIT INSURANCE ACT 


MarRYLAND Trust Co., 
Baltimore, December $1, 1959. 
Mr. JEssE P. Wo .cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcortr: This is to advise you that the proposed changes in the 
assessment basis included in the legislation outlined in your letter dated Sep- 
tember, 1959, have the approval of this organization. 

Sincerely, 
Rosert D. H. Harvey, President. 


THE SECOND NATIONAL BANK OF CUMBERLAND, 
Cumberland, Md., September 25, 1959. 
Mr. JESSE P. WoLcotTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcott: As a result of your inquiry of September 11 we have studied 
recent reports of assessment for this bank. We like very much the proposed 
simplified method of calculation which also would result in a slightly lower 
insurance premium to be paid by us. 

Accordingly I wish to express our approval of your proposal and to express 
the hope that it will be possible soon for the Corporation to adopt it. 

Sincerely yours, 
JOSEPH M. NAUGHTON, President. 


THE FIDELITY SAVINGS BANK, 
Frostburg, Md., October 30, 1959. 
Mr. JESSE -P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcort: This is to thank you for your informative letter of Sep- 
tember 11, with enclosures attached, and to pose the following question: 

Ours is a State nonmember bank and therefore we have but three called 
statement reports annually, as a rule. If the proposed legislation is adopted 
will this mean that, in our case and that of other banks not making four reports 
each year, we shall— | 

1. Be required to make a fourth report in full? 

2. Prepare for this purpose only the information required and appropriate 
to schedules E and F for that date of a national bank call which was not ac- 
companied by a matching call for State nonmember banks? 

3. Use some formula enabling us to arrive at a fair and approximate figure 
for that half year in which we ordinarily should prepare but one report of 
condition? 

Naturally, we are happy to be able to eliminate the necessity for preparing 
a fourth report of condition, if that can be avoided by use of 2 or 3, above, or 
some other short cut. Other than this objection that is peculiar only to banks 
such as ours, the proposed method is vefy attractive, especially as it apparently 
would have saved us approximately $160 last year. 

The opportunity to make these comments is appreciated, as will be your 
reply, if convenient. 

Very truly yours, 





RALPH M. Race, 
Executive Vice President and Secretary. 


WESTMINSTER TRUST Co., 
Westminster, Md., September 23, 1959. 


Mr. Jesse P. Wo.Lcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Wotcott: We wish to thank you for your letter of September 11, 
1959, with the proposed legislative amendments to assessment provisions of 
the Federal Deposit Insurance Act. 
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We are glad to note that your Corporation is seeking ways of further 
simplifying the assessment computation requirements and to further reduce 
the areas of misunderstandings and administrative problems. 

We give our approval for this simplification but are not much in favor of 
an extra call report; however, we are always glad to eooperate with the 
Corporation. 

Sincerely yours, 
Pau F. KUuNS, 
Ezecutive Vice President. 


Seconp BankK-StatTeE Stree? Trust Co., 
Boston, Mass., September 29, 1959. 
Mr. JESSE P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: Thank you for the opportunity to review the principal 
changes that have been proposed in the assessment base as outlined in your 
letter of September 11. 

In our opinion the changes would be another step in simplifying the adminis- 
tration of the Federal Deposit Insurance Act and should reduce the adminis- 
trative costs for both the Corporation and the member banks. 

There are two questions which may be posed: 

1. Our interpretation of paragraph 13(B) and paragraph 13(C) as they 
pertain to “uninvested trust funds” results in 83 1/3 percent of these funds 
being included in our assessment base. If these funds are deposited by us with 
a member bank, the funds would also be included in that bank’s assessment base 
to the extent of 838 1/3 percent. 

This circumstance occurs in the case of agency or custodian funds where 
this bank does not have the authority to invest funds except as directed by the 
principal and where this bank has been instructed to deposit the funds in specific 
banks. 

Are we correct in this interpretation, and, if so, is it the intent of these changes 
to include 83 1/3 percent of such funds in the assessment base of the two mem- 
ber banks? 

2. Under the proposed changes our assessment base will be computed from 
the two reports of condition between January 1 and June 30 and the two reporte 
of condition between July 1 and December 31. Considering the numerous re 
porting requirements following June 30 and December 31, could the time of 
filing the semiannual assessment figures be prolonged from July 15 and January 
15? 

Sincerely yours, 
WiLiiaM D. IRELAND, President. 


THE FALL RrivyeER NATIONAL BANK, 
Fall River, Mass., September 30, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN: Since receiving your advice of September 11, as to the proposed 
new method of figuring assessments, we have had an opportunity to review 
this method with previously used ones. We heartily approve of the new method 
of computing assessments, as we find it easier to work and frankly results 
apparently in some savings to us even though it is small. 

Very truly yours, 
Roger L. Currant, President. 


THE First NATIONAL BANK OF MALDEN, 
Malden, Mass., September 30, 1959. 


Hon. Jesse P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Worcotr: We acknowledge your letter of September 11, in which 
you outlined proposed legislative amendments to assessmént provisions of the 
Federal Déposit Insurance Act and asked our comments in connection with these 
proposals. 
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Our comptroller has spent some time in evaluating the proposed changes and 
in consultation with him today, we both agree that the proposal would greatly 
simplify the work of this bank in preparing the assessment forms. We, also, 
agree that it would not materially change the basic dollar amount which would 
be due your Corporation as an assessment. It is also obvious that an increase 
in the formula credit rebate percentage would reduce, somewhat, the net cost to 
this bank. 

We record ourselves with you as being in favor of your proposals. 

With all good wishes to you personally, I am, 

Sincerely yours, 
Smpney M. Price, President. 


THE BRIGHTON STATE BANK, 
Brighton, Mich., January 20, 1960. 
FEDERAL Deposit INSURANCE CORPORATION, 
Washington, D.C. 
(Attention : J. P. Wolcott, Chairman). 

Dear Mr. Wotcotr: We received your letter of September 11 relative to the 
proposed changes for computing assessments payable to the Corporation by 
banks as members of the Federal Deposit Insurance Corporation. We have 
studied this proposal quite thoroughly, and have made some comparisons on 
our assessments figured on the present method, and also the assessments that 
would be paid figured on the proposed base as indicated in your letter, and we 
find that the new method proposed is much simpler to figure and, also, that we 
would benefit slightly from this new method in that our tax would be slightly 
lower. 

It is our opinion, therefore, after consideration of the two methods, that we 
would heartily endorse the proposal as outlined in your letter of September 11, 
and we urge your influence to have this proposed legislation adopted. You 
may use this letter as evidence of our approval to the Members of Congress, 
should you so desire. 

Yours very truly, 
W. R. KIMBLE, Cashier. 


MICHIGAN NATIONAL BANK, 
Lansing, Mich., September 21, 1959. 
Mr. JESSE P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear JESSE: We thank you for your letter of September 11, bringing to our 
attention the bills introduced in the House of Representatives, H.R. 8916 and 
H.R. 8928, and Senate bill S. 2609, pertaining to the computation of assessments 
paid by member banks to the Federal Deposit Insurance Corporation. 

For many years we have advocated simplification in the computation of the 
FDIC assessments and we believe the proposed legislative amendments accom- 
plish this objective, and we are very much in favor of the adoption of these 
amendments. 

Sincerely yours, 
Howard, 
Howarp J. STopparp, 
President. 


MIDLAND NATIONAL BANK OF MINNEAPOLIS, 
Minneapolis, Minn., September 30, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. WoLtcott: We are pleased to have your circular of September 11 
outlining the legislation recently introduced in Congress to simplify the method 
of computing FDIC assessments. We are well impressed by the proposed changes 
and hope that the bills will be enacted at the next session. 

We assume that they have the support of the ABA and other banking organi- 
zations and that at this time little would be gained by communications by this 
bank to the Senators and Representatives of this State. Should it develop later 
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that there is controversy or uncertainty about this proposed legislation we will 
be very much pleased to present our views in support of the proposals. 
Sincerely, 
ARNULF UELAND, Chairman of the Board. 


CITIZENS BANK OF HATTIESBURG, 


Hattiesburg, Miss., September 15, 1959. 
Hon. JESSE P. Wotcort, 


Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DeEAR Mr. Wotcotr: We have yours 11th instant, regarding changes in reports 
on which to base insurance charge. We believe the plan as provided in legis- 
lative amendments will be helpful in many ways and will simplify recordkeeping 
greatly. 

Sincerely yours, 
MARION D. Brett, President. 


First NATIONAL BANK, 
Jackson, Miss., September 23, 1959. 
Mr. JESSE P. WoLcorTt, 
Thairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeaR Mr. Wotcotr: This has reference to your letter of the 11th regarding 
H.R. 8916 and 8928 recently introduced in the House. These bills are identical 
and pertain to the method of computing assessments due by banks to the Corpo- 
ration. The Senate bill 52609 is identical with the two House bills except that 
it contains a few “housekeeping” amendments affecting the administrative func- 
tions of the Corporation. You invite comments on the legislation in question. 

It is our opinion that the changes set forth in these bills would greatly sim- 
plify the computation of assessments through the elimination of the complicated 
rules that now prevail. While there will be little or no difference in assess- 
ment costs to us, the greater simplification will result in substantial saving of 
time and expense. 

The proposed changes are highly favorable and I am sending a copy of this 
letter to both of our Senators and to the several Representatives from this State. 
If there is anything we can do to further the passage of the bills please let us 
know. 

Very truly yours, 
Ropert M. HEARIN, President. 


THE MERCHANTS & FARMERS BANK OF KOSCIUSKO, 
Kosciusko, Miss., October 7, 1959. 
FEDERAL DEPosIT INSURANCE CORPORATION, 
Washington, D.C. 
(Attention: Jesse P. Wolcott). 


GENTLEMEN: We are heartily in agreement with the House bills 8916 
and 8909, and Senate bill 2609. We certainly appreciate all that you are doing 
in trying to simplify the method of reporting. We believe that this proposed 
change will greatly simplify the method of reporting and computing the assess- 
ment due. Certainly we are in agreement with an increased percentage refund. 

Very truly yours, 
GRANVILLE L. Myrick, Auditor. 


BANK OF PHILADELPHIA, 
Philadelphia, Miss., September 16, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, Washington, D.C. 


Dear Mr. Wotcorr: After perusing the proposed new manner of assessment 
sent us in your favor of September 1959, we fully approve it and will be glad 
to see this change made. 

Thanking you very kindly, I am, 

Yours very truly, 
Hays McCautey, Vice President. 
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First NATIONAL BANK OF JOPLIN, 
Joplin, Mo., September 14, 1959. 
Mr. JESSE P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcort: This will acknowledge receipt of information concerning 
the proposed amendments to the Federal Deposit Insurance Act relative to 
assessment provisions. 

It would appear to us that this method would reduce considerably the work 
of assessment computations and would be a very fair method of arriving at the 
assessments. 

Thanks so much for furnishing us with this information. 

Sincerely, 
Guy McHenry, President. 


COMMERCE TRUST Co., 
Kansas City, Mo., December 18, 1959. 
Mr. JOHN Kirk, Jr., 
President, the Plaza Bank of St. Louis, St. Louis, Mo. 


DeaR JoHN: Paul Shy, our legal counsel, and Joe Hurst, our comptroller, 
have been studying the memorandum you sent me concerning legislation pend- 
ing before the House of Representatives in the U.S. Senate proposing certain 
amendments to the Federal Deposit Insurance Act. 

It appears to us that, while this might mean some slight disadvantages to the 
larger regional clearing banks, it will mean a tremendous saving of time and 
effort for our smaller bank correspondents, as well as for all other banks in 
figuring the FDIC assessments. With this in mind, we certainly would be in 
favor of backing the proposed legislation on the basis outlined. 

Thank you so much for bringing this to our attention. It is characteristic 
of your thorough approach to banking matters. 

A very Merry Christmas to you, John. 

Sincerely, 
Jim, 
JAMES M. Kemper, Jr., President. 


MERCANTILE Trust Co., 
St. Louis, Mo., November 16, 1959. 
Hon. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corp., 
Washington, D.C. 


Dear JESSE: Supplementing my letter of September 28 relative to the legis- 
lative proposal contained in your letter of September 11, I am now happy to 
advise you that we have concluded our study and on balance we favor it. We 
are, however, impressed with the statement of policy of NABAC, copy of which, 
I am sure, your office has received. 

Sorry I missed you recently in Washington, but I will let you know in advance 
of my next trip so we can get together. 

Kind regards. 

Sincerely, 
Ken, 
KENTON R. CRAVENS, President. 


City NATIONAL BANK OF HASTINGS, 
Hastings, Nebr., October 23, 1959. 
FEDERAL Deposit [INSURANCE CORPORATION, 
Washington, D.C. 
(Attention of Jesse P: Wolcott, Chairman). 

GENTLEMEN: We have studied over your communication of September 11, 
1959; in which you have advised us of the proposed legislation in changing the 
methods of computation and assessments for the FDIC. 

We wish to advise you that this bank is in wholehearted agreement with the 
changes and feel that it will simplify the computation of the FDIC's 
assessments. 

Very truly yours, 


CARL F. WITT. 
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First NATIONAL BANK, 
Hastings, Nebr., September 17, 1959. 
Mr. Jesse P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: We are very much in favor of the proposals as outlined 
in your communication of September 11, 1959, relative to certain amendments 
to the assessment provisions of the Federal Deposit Insurance Act. 

Very truly yours, 
C. L. VAN Horne, President. 


Union County Trust Co., 
Elizabeth, N.J., October 9, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DEAR Mr. Wotcorr: Your letter of September 11 was referred to our Comp- 
troller’s Department for analysis and report. 

This report is now in my hands and indicates that for the calendar years 
1956, 1957, and 1958, the FDIC assessment, less the refund credit, amount to the 
sums of $19,022, $19,475, and $20,766, for the respective years. Based on the 
proposed changes in the assessment base and the anticipated refund credit, the 
net cost would have been $16,475, $16,961, and $18,126 for the respective years, 
resulting in a savings of about 10 percent each year. 

Naturally, if these figures are correct, we are very much in favor of the pro- 
posed legislation. 

Thank you for bringing the matter to our attention and permitting us to make 
our comments. 

Very truly yours, 
GEORGE W. BAUER, President. 


PEOPLES TRUST Co. OF BERGEN COUNTY, 
Hackensack, N.J., October 6, 1959. 
Mr. JEssE P. Wo.ocorr, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DEAR Mr. Wotcotr: We have received your letter of September 11, 1959, ad- 
dressed to the President concerning the proposed change for the calculation of 
insurance on deposit liabilities, the figures for the new base will be those appear- 
ing in reports of condition during the year. 

After studying the new proposed method of calculation, I find that it is quite 
simple and should prove beneficial to all concerned. It did come to my atten- 
tion, however, that it has always been the practice to eliminate the Federal Re- 
serve deferred credit account, representing the draft in payment of the current 
day’s cash letters, which account will be included under the new method. We 
assume, however, that this was taken into consideration under the new plan and 
the cost for including this account in our deposit liability will be more than 
offset by the money saved under the new calculation. 

We hope that every effort will be made by your Corporation to have Con- 
gress adopt this new method and if the banks can assist you in any way, I feel 
sure that they will be glad to cooperate. 

Yours very truly, 
WALTER J. Munpt, Vice President. 


First NATIONAL BANK OF PAssaAIc County, 
Paterson, N.J., October 9, 1959. 
Re statement “Proposed Legislative Amendments to Assessment Provisions of 
Federal Deposit Act.” 

FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN: Our department made a comparison of the time required to 
compute assessments payable to the Federal Deposit Insurance Corporation 
under the present and proposed methods, with resultant dollar savings, if any. 
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The results indicate a substantial saving in time required for the computation 
and a reasonable savings in dollars. 
In view of the above, our bank is in favor of the proposed legislation. 
Very truly yours, 
SULLIVAN S. De Feo, 
Vice President and Comptroller. 


First NATIONAL BANK IN ALBUQUERQUE, 
Albuquerque, N. Mew., September 25, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Worcotrt: We have received your September 11, 1959, letter ad- 
dressed to our bank regarding the proposed legislation of House bills 8916 and 
8928, along with the Senate bill 2609. 

We realize that the Federal Deposit Insurance Corporation has constantly 
striven to improve the method of reporting and computing deposit assessments 
and to simplify the semiannual assessment reporting procedure. 

We have reviewed the summary of the proposed legislative amendments and 
we feel that the plan, as outlined in your recent communication, is an important 
step forward in solving the member banks’ reporting problem. 

It is the present feeling of this bank that we heartily endorse the proposed 
legislative amendments to the Federal Deposit Insurance Act and we will aed 
our Senators and Congressmen accordingly. 

Yours very truly, 
CALE W. Carson, President. 


First NATIONAL BANK IN ALBUQUERQUE, 
Albuquerque, N. Mew., September 25, 1959. 
Mr. JESSE P. Wo.Lcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Woccott: I have reviewed the “Statement Regarding Proposed Leg- 
islative Amendments to Assessment Provisions of Federal Deposit Insurance 
Act,” received by our bank, along with your September 11 letter. I have a ques- 
tion regarding the procedure outlined in the statement and it involves item 
13(B), “Uninvested trust funds” (cash). I assume that where the uninvested 
trust funds of the trust department are deposited in the commercial department 
of the reporting bank are are included in the total deposits under item 7 of 
schedule E, in the call report, it is not necessary to add these deposits again. 

We have reported to the management of this bank that we believe that the 
proposed legislation is an important step forward in simplifying the semiannual 
assessment reports of member banks. Your interpretation of the above item will 
be appreciated. 

Yours very truly, 
W. C. STEIN, 
Vice President and Comptroller. 


THE First NATIONAL BANK OF SANTA FE, 
Santa Fe, N. Mew., September 16, 1959. 
Mr. Jesse P. WOoLcoTrt, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcott: This will acknowledge with our thanks your communica- 
tion of September 11, 1959, regarding legislation now before the Congress whose 
purpose is to simplify the report procedure for the Federal Deposit Insurance 
assessment. 

We have reviewed the proposed changes and have calculated their effect on 
this bank’s assessment. We are glad to be able to state that we regard the 
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changes favorably and feel that their adoption would be desirable. The time 
saved would be considerable and we regard the method of calculation, exclusions, 
and deductions as more than fair. 

Again we thank you for forwarding us the information regarding the proposed 
legislation, and wish to express the hope that the Congress will act favorably at 
its next session. 

Very truly yours, 
Epwakp H. Tatum, Jr., Vice President. 


THE NATIONAL COMMERCIAL Bank & Trust Co., 
Albany, N.Y., September 21, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 
(Attention: Jesse P. Wolcott, Chairman). 


GENTLEMEN: In your letter of September 11 outlining the legislation recently 
introduced in both Houses of Congress, you asked for our comments regarding 
these changes. 

We have recomputed the assessment for this bank using the new method for 
the past 3 years and find that in 2 of these 3 years, our assessment would be 
considerably higher and also our estimate for this present year indicates addi- 
tional payment of some $5,000. We believe that this is due to the fact that 
in Albany we have an unusual float situation and at times the flat deduction of 
16% percent of demand deposits and 1 percent of time deposits works a hardship 
on us. However, we are always in accord with any procedures that tend to 
simplify operations and, therefore, do not wish to file any objections to these 
proposals. 

Very truly yours, 
LESTER W. HERz0G, Jr., 
Executive Vice President. 


BEACON SAVINGS BANK, 
Beacon, N.Y., November 2, 1959. 
Re proposed legislation to change base of computing assessments. 
Hon. JESSE P. Wo.Lcort, 


Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeaR Mr. WoLcoTt: We have compared the present computation of assessment 
method with that proposed and set forth in your letter of September 11, 1959. 

Basing assessments on deposit liabilities as reported in reports of condition 
with flat percentage deductions in lieu of the present method of computing as- 
sessments appears to be a saving of considerable time. This savings together 
with the greater credit rebate makes the proposal attractive. 

We wholeheartedly support the proposed change. 

Very truly yours, 
J. A.D. SHupE, Jr., Treasurer. 


Kines HIGHWAY SAVINGS BANK, 
Brooklyn, N.Y., September 21, 1959. 
Mr. Jesse P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Sir: We have reviewed the information which you brought to our atten- 
tion in your letter of September 11, 1959, and believe that the amendments will 
be beneficial to the Corporation and to the banks. 

We commend the effort being made to simplify methods, detail and assessment 
computations. 

Sincerely yours, 
Howarp R. Wrieut, 
Eevecutive Vice President. 
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THE LINCOLN SAvIncs BANK OF BROOKLYN, 
Brooklyn, N.Y., September 17, 1959. 
Mr. JEssE P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcott: We are pleased to receive the information contained in 
your letter of September 11 concerning proposed legislative amendments to the 
assessment provisions of the Federal Deposit Insurance Act. 

While some of the references pertain apparently to commercial banking rather 
than mutual savings banking, nevertheless, it appears that a moderate reduc: 
tion of our assessment liability will result and that assessment calculation will 
be simplified. 

We believe this is beneficial legislation and hope that the Congress will act 
upon it favorable. 


Sincerely, 
J. W. Hooper. 





THE MARINE Trust Co. OF WESTERN NEW YORK, 
Buffalo, N.Y., September 28, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wowcott: We acknowledge your letter of September 11 in which 
you outline proposed changes in the method of computing the assessment of 
Federal Deposit Insurance. 

This computation has always been a problem for our accountants and the 
simplifications effected in 1950 were greatly appreciated. The new proposals 
result in a further reduction of detailed information required with an increase 
in the amount of assessment before rebate of the small amount of one-twentieth 
of 1 percent. 

Needless to say, we are hopeful that the assessment can be based on the de- 
posit liability as reported in our reports of condition. 


Sincerely yours, 
FrRANO!IS A. SMITH, President. 


THE FRANKLIN NATIONAL BANK, 
Franklin Square, N.Y., September 28, 1959. 
Mr. JESSE P. WoLcoTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. WoLcott: We have reviewed the proposed legislative amendments 
to assessment provisions of the Federal Deposit Insurance Act which you for- 
warded to us with your letter of September 11, 1959. 

The method outlined by you will greatly simplify the assessment computa- 
tion, and, as you state in your letter, reduce the area of misunderstanding in 
administrative problems. 

We hope that these proposals are placed in effect shortly. 

Very truly yours, 
ARTHUR T. RoruH, 
Chairman of the Board. 


LonG ISLAND Trust Co., 
Garden City, N.Y., September 21, 1959. 
Mr. JESSE P. WoLcoTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DeaR Mr. Wotcotr: Thank you for your letter of September 11, 1959, en- 
closing “Statement Re Proposed Legislative Amendments to Assessment Pro- 
visions of Federal Deposit Insurance Act.” 

We have looked over the proposed changes and are most happy to report that 
we are very pleased regarding the changes. 

In the first place, we feel that the method of computation will greatly lessen 
the work involved in arriving at the assessment. In the second place, it would 
appear that there is a possibility that there will be a larger credit rebate, 
which will, of course, reduce the net assessment. 
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We appreciate receiving your informative letter, which gives us an opportun- 
ity to congratulate you on the fine job that you are doing. 
Sincerely yours, 
FREDERICK HAINFELD, Jr., President. 


THE MAHOPAC NATIONAL BANK, 
Mahopac, N.Y., September 16, 1959. 
FEDERAL DEposITt INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN: We have your office letter of September 11 setting forth the 
proposed changes for computing assessments payable to your Corporation. 

You have asked for comments on these proposals and we can only say that we 
would be very much in fayor of having these proposals adopted and put in 
effect. 

Very truly yours, 

J. HALSEY Decatur, Cashier, 


THE Bowery SAVINGS BANK, 
New York, N.Y., September 18, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN: In the absence of the president, your communication of Sep- 
tember 11 has been referred to me for reply. 

Thank you for bringing to our attention the proposals with respect to changes 
in the assessment base. We appreciate the efforts of the Corporation to simplify 
the assessment computation and have no objection to the proposal. 

Sincerely yours, 
Morris D. CRAWFORD, Jr., 
Executive Vice President. 


GENESEE VALLEY UNION Trust Co., 
Rochester, N.Y., September 15, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, Washington, D.C. 


DEAR Mr. Wotcotr: Thank you very much for your letter of September 11 
bringing to our attention proposed legislation to revise the calculation of assess- 
ments payable to the Corporation. This looks like a step in the right direction 
and we appreciate your letting us know about it ahead of time. 

Very best wishes. 

Yours very truly, 
FRANK E. HOLLEy, 
Secretary and Comptroller. 


LIncoLN RocHESTER Trust Co., 


Rochester, N.Y., January 5, 1960. 
Mr. W. G. LOEFLER, 


Controller, 
Federal Deposit Insurance Corporation, Washington. 


DeAR Mr. LOEFFLER: It was a real pleasure meeting you and your associates 
at the conference in Washington. I felt that all of us knew much more about 
the FDIC as a result of the information which you and others gave to us. 

Thank you for sending me a tabulation of your computation of what the 
assessment of Lincoln Rochester Trust Co. would be under the proposed assess- 
ment base. 

For a relatively small institution such as ours the additional refund of approxi- 
mately $20,000 would be most welcome. 

With best wishes to you for a wonderful year in 1960. 

Sincerely, 
JOHN W. REMINGTON. 


54042—60 10 
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THE BANK OF ASHEVILLE, 
Asheville, N.C., October 8, 1959. 
Mr. JEssE P. WoLcoTT, 
Chairman, 
Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Wotcotr: Reference is made to your letter of September 11 in 
regard to proposed legislative amendments to assessment provisions of Federal 
Deposit Insurance Act. 

We have studied the principal changes in the proposed legislation as outlined 
in the statement attached to your letter. In making the comparison for our 
own bank, we find that the effect of the changes insofar as the net amount of 
assessment is small. However, the time and work saved in making the compu- 
tation with the flat percentage deductions would be very helpful; and therefore, 
we would strongly favor this change on the basis outlined with deductions from 
reported deposit liabilities of 1634 percent of demand deposits and 1 percent 
of time deposits and with the credit rebate change from 60 to 6634 percent of net 
assessment income. It is our hope that such legislation can be enacted. 

Sincerely yours, 
PHILIP WooLLcoTtT, President. 





AMERICAN BANK, 
Goldsboro, N.C., September 22, 1959. 
Mr. JESSE P. WOLCOTT, 
Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcott: In regard to your recent communication outlining the pro- 
posed legislation to simplify assessment computation, we have examined these 
proposed amendments and it is our opinion that the new method is quite an 
improvement over the present method. We believe it will eliminate some ques- 
tions and problems now being experienced by banks under the present method. 
Also, the credit rebate appears to be more attractive. We certainly hope this 
proposed legislation will be enacted. 

We do not seem to have a copy of the Federal Deposit Insurance Act and 
wonder if you would be kind enough to advise us where we could obtain a copy. 

Sincerely yours, 
Bruce G. DuKE, President. 


THE CENTRAL Trust Co., 
Cincinnati, Ohio, October 7, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Worcotr: We have received your letter of September 11 and have 
given careful attention to the statement re proposed legislative amendments 
to assessment provisions of Federal Deposit Insurance Act and the proposals 
and data therein contained. 

Our reaction to this matter is that it represents a very definite effort in the 
right direction; namely simplification of the report procedure and also a more 
realistic policy regarding credits, in view of the present standing of the Federal 
Deposit Insurance Corporation’s surplus fund. We shall follow the proposal to 
the Congress with a great deal of interest and appreciate your efforts in this 
matter. 

Sincerely yours, 


W. A. MITCHELL, President. 
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THE SPRINGFIELD SAVINGS SocIETY OF CLARK COUNTY, 
Springfield, Ohio, October 1, 1959. 
Mr. JESSE P. WoLcorTtT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcorr: Thanks for your communication of September 11, 1959, 
regarding legislation introduced in both Houses of Congress. 

Your proposal to simplify the method of computing assessments will be most 
helpful to our banks and we are hopeful that favorable action will be taken at 
the next session. 

Very truly yours, 
DONALD WIEGEL, President. 


THe DoxtiaR Savines & Trust Co., 
Youngstown, Ohio, October 1, 1959. 
Hon. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Worcorr: You deserve the highest commendation for the construc- 
tive recommendations made to the U.S. Congress, looking to the simplification of 
the administrative functions and procedures of the Corporation. 

We have read with interest your letter of September 11, 1959, and the supple- 
mental comments which accompanied it. In our opinion, your proposal is a 
forward step in eliminating unnecessary misunderstanding and in establishing 
easily understood reporting methods. 

We believe the Congress will recognize the wisdom, merit, and desirability of 
adopting the proposed legislation. If, however, you should feel that it may be 
helpful if we were to write or speak to our Representatives in its behalf, we 
shall be glad to do so in response to such a request from your office. 

May we take this opportunity to congratulate you on the splendid way the 
Corporation is serving its member banks under your able leadership. 

Sincerely yours, 


CarRL W. ULLMAN, President. 


THE SEcuRITY NATIONAL BANK, 
Duncan, Okla., September 15, 1959. 
Mr. JESSE P. WOLcortT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Deak Siz: We received your letter in regard to bills introduced in the House 
of Representatives (H.R. 8916 and H.R. 8928) and the Senate bill (S. 2609) 
pertaining to the base for computing assessments payable to the Corporation. 

We have figured our assessments for the years 1956-58, using the plan proposed 
in these bills and we find that it simplifies the procedure to a great extent. It 
would also have reduced our assessment for these years by approximately 
$2,000 per year. 

We are heartily in favor of these bills and hope that they do pass. 

Yours truly, 


D. L. Ray, Comptroller. 


THE BANK OF MID-AMERICA SAVINGS & TRUST Co., 
Oklahoma City, Okla., November 27, 1959. 
Mr. Roya L. Cospurn, 
General Counsel, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeEaR Mr. Cospurn: The copy of 8. 2609 which you furnished me by your letter 
of November 18 has been examined in detail. I personally see no objection to 


anything contained therein and will be pleased to recommend same to the 
Senator. 
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Senator Monroney is in Oklahoma at this time and I am sure I will have an 
opportunity to discuss it with him in the immediate future. 

As you probably know, the Senator is no longer a member of the Committee 
on Banking and Currency but he still maintains his very sincere interest in the 
welfare of our financial system. 

I am sure the Senator will want to know the status of any objection to the 
bill, if any, and what the nature of these objections are. So in the event you 
know of any major opposition, I would like to brief him on it. I am sure this 
wiil be a matter of information and not determine his position, as it is most 
likely he will support the position of the Corporation. I know from discus- 
sions with you that he feels the Corporation is doing a fine job and that its 
mission is essential to the smooth functioning of our economic system. 

You may recall he was the personal friend and admirer of the late Mr. Har, 
and through him had more than the average knowledge of the problems and 
policies of the Corporation. 

It was a pleasure to see you again in Washington. Do not hesitate to call 
upon me at any time that I can be of service. 

Best wishes. 

Sincerely, 
W. W. WHITEMAN, Jr. 


OKLAHOMA NATIONAL BANK, 
Oklahoma City, Okla., December 17, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DeaR Mr. Wo.corr: This refers to your letter of September 11, 1959, regard- 
ing the changes under consideration in the method for computing Federal 
Deposit Insurance assessments. 

We have given this suggestion considerable thought and our auditor has gone 
through the last few years and made some comparative assessment computa- 
tions. Based on these results, this letter is to state our approval of the proposal 
of the Federal Deposit Insurance Corporation that the assessments be computed 
on deposit liabilities as reported in reports of condition with flat percentage 
deduction. 

Very sincerely yours, 
T. W. UTTERBACK, 
Executive Vice President. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, September 11, 1959. 
To the President of the Bank Addressed: 

This communication contains information of importance to all insured banks. 
It brings to your attention legislation recently introduced in both Houses of the 
U.S. Congress. The bills introduced in the House of Representatives (H.R. 8916 
and H.R. 8928) are identical and pertain to the base for computing your assess- 
ments payable to the Corporation. The Senate bill (S. 2609) is identical to the 
House bills in respect to assessments and in addition contains a number of 
“housekeeping” amendments, most of which affect only the administrative func- 
tions of the Corporation. This letter is intended mainly to help you to under- 
stand the proposed changes in the assessment base. 

The amendments to the Federal Deposit Insurance Act in 1950 changing the 
method of computing assessments resulted in a considerable reduction in the 
detail records banks had to maintain for computing assessments. Nevertheless, 
the Corporation has continued to seek ways of further simplifying the assess- 
ment computation requirements and to further reduce the areas of misunder- 
standings and administrative problems. 

After long study and intensive consideration the Corporation has proposed 
that assessments be based on deposit liabilities as reported in reports of condi- 
tion with flat percentage deductions in lieu of deductions for cash items in 
process of collection and other items and without any alternative methods of 
computation. This general method has been endorsed by the General Account- 
ing Office of the U.S. Government and it has recommended to the Congress that 
such a method be adopted. 
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The attached statement gives a brief résumé of the principal changes in the 
proposed legislation and their effect on insured banks. The Corporation will be 
glad to have your comments on these proposals. 

Sincerely yours, 
JESSE P. Wotcort, Chairman. 

We are in favor of the proposed change in plans. 


First NATIONAL BANK, Independence, Oreg. 





ROGUE VALLEY STATE BANK, 
Medford, Oreg., September 17, 1959. 
Mr. Jesse P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Woicort: We have your letter of September 11, enelosing informa- 
tion with respect. to legislation recently introduced in both Houses of the U.S. 
Congress, with respect to assessments to the Corporation by member banks. 

We believe the changes as outlined in your statement are desirable and 
reasonable and we would not have any suggestions for any change. We would 
be willing. to suppert the changes as outlined. 

Sincerely yours, 
C. H. Youne, President. 


NATIONAL BANK OF MCKEESPORT, PA., 
September 19, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DeaR Mr. WoLcott: We have read with interest the proposal for changing 
the method of computing assessment as contained in your letter of September 
11, and have applied the proposed formula to our experience for the past 3 
years. This points up the fact that some savings to us would have resulted. 
I would presume from your point of view that the savings in clerical work 
would to some considerable degree compensate for the difference in revenue. 

Certainly from our point of view the simplicity of the method would be a 
desirable argument for its adoption. 

Sincerely yours, 
REED H. Asie, President. 


WESTERN PENNSYLVANIA NATIONAL BANK, 
McKeesport, Pa., September 23, 1959. 
Mr. Jesse P. Woxcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR Mr. Wotcott: Your letter of September 19 addressed to the president 
of our bank has been directed to me for reply in his absence. 

We are very pleased to. receive the very clear explanation of the proposed 
legislative amendments covering assessment provisions. Your memorandum, 
which included examples of how the new amendments might be applied to our 
bank, was very helpful. We have estimated that the new method of calculation 
would have reduced our net assessment costs for the years 1957 and 1958. It 
is very heartening to realize that your Corporation is supporting such revisions 
and simplifications which. will result in reduced. costs.to the banks-in accounting 
and recordkeeping. 

As you know, periodically Federal Deposit Insurance Corporation auditors 
have been visiting banks for the purpose of auditing assessment records. It is 
hoped that the new simplified methods, along with copies of all called state- 
ments of condition, may’ eliminate the need for such audits, or at least curtail 
their work considerably. 

We have always had the most courteous treatment from and have enjoyed 
the best relations with these auditors, and we realize that under existing pro- 
cedures such audits are necessary. However, in view of the many different 
types of examinations and audits by Federal, State, and court authorities im- 
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posed upon us as a national bank, we cannot help but trust that new procedures 
and developments may tend to lessen the need for audits which are costly to 
both the bank and supervisory authority. 
Sincerely, 
C. W. METCALF, 
Vice President and Cashier. 


THE First PENNSYLVANIA BANKING & TrusT Co., 
Philadelphia, Pa., September 28, 1959. 
Hon. JESSE WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR CHAIRMAN WoLcoTtT: I am acknowledging receipt of your letter in which 
you outlined in detail the proposed amendments to the Federal Deposit Insur- 
ance Act. We have looked into these proposals very carefully and I wish to 
congratulate you and your associates for the excellent method which you have 
presented. I can assure you that we are heartily in accord with the recom- 
mendations and they certainly have our complete approval. 
I enjoyed very much my visit with you last week end, again, I wish to express 
my appreciation for your kindness in allotting so generously of your time to the 
American Banking Association. All of us appreciate it very much. 
With my very best wishes, 
Sincerely yours, 
W. F. KEtty, President. 


GIRARD TRUST CORN EXCHANGE BANK, 
Philadelphia, Pa., September 21, 1959. 
Mr. JESSE P. WoLcoTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DeaR Mr. Wotcott: I have your letter of September 11 addressed to bank 
presidents respecting the bills in Congress affecting improvements in the admin- 
istrative functions of the Corporation. 

Our comptroller advises me that the proposed changes may simplify the cal- 
culation and eliminate a great amount of record keeping, and we would welcome 
them. 

We therefore are highly in favor of the bills. 


Sincerely, 
GEOFFREY S. SmitTH, President. 


Lrserty REAL Dstate BANK AND Trust Co., 
Philadelphia, Pa., September 16, 1959. 
FEDERAL DEPOSIT INSURANCE CORP., 
Washington, D.C. 
(Attention Jesse P. Wolcott, Chairman). 

Dear Mr. Wotcortt: After making a complete study of the résumé of the princi- 
pal changes in the proposed legislation pertaining to the base for computing our 
assessment, may I submit these brief comments. 

Your statement referring to four call reports of condition during the calendar 
year or two reports in each 6 months period has not been applicable to our 
bank. Perhaps this is due to the fact that we are a nonmember bank of the 
Federal Reserve System subject to but two calls during the year from your 
corporation. If this is so I would be glad if you would clarify such. 

Secondly, regarding the amount of semiannual assessment which you have 
erroneously stated to be 0.0041666 (one-half of one-twelfth of 1 percent) is ap- 
parently a typographical error and should be 0.00041666. 

My only other remark is to say that the formula as proposed most certainly 
lends itself to simplification and should meet with general approval. 

Very truly yours, 
THOMAS J. NELSON, Jr., Comptroller. 
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THE PHILADELPHIA NATIONAL BANK, 
Philadelphia, Pa., June 15, 1959. 
Hon. ERLE Cocke, 
Director, Federal Deposit Insurance Corporation, 
National Press Building, 
Washington, D.C. 


Dear Mr. Cocke: On my return to the bank after the very pleasant visit with 
you and Mr. Loeffler last Monday, we analyzed the impact on the Philadelphia 
National Bank of the proposed formula for determining the assessment base 
for FDIC purposes. While doing so, we also considered the effect on the banking 
system and included thoughts along these lines in our comments below. 

Using 16% percent of demand deposits and 1 percent of time deposits as the 
float deduction and making allowances for the several adjustments to the respec- 
tive deposit figures, we determined our gross annual assessment from which we 
deducted a dividend based on 6624 percent of the assessment revenue, less losses 
incurred and expenses. The resulting net annual assessment, using 1956, 1957, 
and 1958 figures, was slightly less than the amounts paid under the present 
formula. 

With regard to the various adjustments to deposit totals, and recognizing that 
the proposed formula would include figures from the legal call reports, the dates 
of which on occasion are not known until a week or two later, we offer for your 
consideration the following comments: 

1. Own items held—wunposted.—Because of the uncertainties as to the call 
dates, a total for unposted debits may be very difficult, if not impossible, to obtain 
unless a bank keeps a daily record, which may in certain instances occasion 
detail work that otherwise would be considered impractical. In looking over our 
own interbranch transactions, we find that we can account for the bulk of these 
items on a daily basis and are satisfied that any such items not included would 
have very little bearing on the final assessment figure. We understand you 
contemplate making this adjustment optional to each bank. 

2. Cashier’s checks and official checks used for the bank’s own purposes.— 
Cashier’s checks and official checks are used in many banks for their own pur- 
poses such as security purchases, expense disbursements, ete., all of which are 
unrelated to deposit liabilities and therefore should be excluded in determining 
the assessment base. However, because of the uncertainty of call dates, we 
believe this adjustment should be optional and in all probability we and others 
would just inspect the records of outstanding checks over a set amount. 

3. Outstanding drafts——To properly maintain records for outstanding drafts 
so as to have a total available for any certain date would necessitate the keep- 
ing of a daily record. This seems to involve more detail work than is worth 
while, particularly because the amounts to determined would be adjusted in 
interbank balances before determining reciprocal balances. We would recom- 
mend that you delete this adjustment from the proposed formula. 

4. Reciprocal balances.—We are very pleased to see that you plan to use the 
same figure for reciprocal balances now used for legal call report purposes. This 
will greatly simplify the computation of such balances. Using book figures 
should result, in many cases, in the same net effect on the assessment base as if 
the interbank figures had been first adjusted for the outstanding drafts—men- 
tioned above. 

5. Cash collateral and reserve accounts.—It has been our feeling for some time 
that these accounts, particularly as used by us, should not be considered as 
deposits inasmuch as they are primarily held as possible offsets against loans; 
and also because the customer has no right of withdrawal, the funds being 
strictly under bank control. We recognize that throughout the country there 
are many variations in arrangements made for the holding of cash collateral 
and dealer reserves and that it is extremely difficult in certain cases to techni- 
cally differentiate deposit relationships from debtor relationships. However, 
we think it would be desirable to define such of these arrangements that might 
properly be classified as deposit liabilities so that only such amounts would be 
included for assessment purposes and all others excluded. 

In general, we think you are taking a most constructive step in your attempt 
to simplify the calculation of the assessment base and from our observations, 
you have been most fair in the development of the new formula. 
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We appreciate the opportunity to review the proposal and hope that our com- 
ments will be of sonie help to you. We will be most happy to have you call on 
us again if you wish any further comment or information. 

Sincerely, 


FEDERAL DEPOSIT INSURANCE ACT 


G. EpwWarRp CoopeER, 
Senior Vice President. 


THE PHILADELPHIA SAVING FuND SOcrErTy, 
Philadelphia, Pa., October 2, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: Since receipt of your letter of September 11, regarding 
the FDIC legislative efforts to simplify the assessment computation réquire- 
ments, we have reviewed carefully the statement enclosed with your letter. 

I am glad to have this opportunity to write and say that the officers of this 
institution are wholly in favor of the intended revision in the computation 
methods. 

Sincerely yours, 
R. Stewart Ravcu, Jr. 


SAVING FuND Socrery OF GERMANTOWN, 
Philadetphia, Pa., November 12, 1959. 
Mr. Jesse P. WoLcorTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 
DeAR Mr. Wotcorr: We wish to acknowledge receipt of your letter of Sep- 
tember 11 concerning the proposed changes in computing FDIC assessments. 
We believe that these changes will prove beneficial to us both in simplification 
in computing assessments, and financially in reduced assessments. 
Will it be possible to combine the FDIC reports of condition with any of 
those requested by the State banking authorities? 
Very truly yours, 
Wma. G. Raupp 3d, Vice President. 


NORTHEASTERN PENNSYLVANIA NATIONAL BANK & TRusT Co., 
Scranton, Pa., September 24, 1959. 
Mr. JESSE P. WoLcorTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Worcotr: We have reviewed the information which you sent to 
us under date of September 11, 1959; in reference to the proposed amendments 
to the Federal Deposit Insurance Act. 

We heartily endorse the proposed legislation; as we believe that it not only 
simplifies the computation, but it also will result generally in a more equitable 
assessment basis. 

Very truly yours, 
Wo. E. Perry, First Vice President and Comptroller. 


NATIONAL BANK OF CHESTER COUNTY AND TrRuSsT Co., 
West Chester, Pa., September 22, 1959. 
Mr. Jesse P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Deak Mr. Woicott: We are very happy to learn of the improved process’ of 
reporting FDIC assessments. Every effort should be made to urge the Congress 
to pass these bills. A computation of the comparative assessment of a prior 
period, using the new formula, indicates’ that there would be only a minor 
change in the dollar amount of the assessment. Your organization is to be 
commnded for preparing a formula that produces a reasonable premium with 
considerably less work than before. 
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There is only one minor suggestion I have to make. This. relates to item B 
regarding uninvested trust funds. Perhaps a modest comment could be in- 
cluded with the instructions identifying these funds as being redeposited in 
another bank if that is,what is intended. Also, I am interested in learning 
why you decided upon the fraction 16234 for the deductions from demand de 
posits. Obviously this must. bear. a direct, relationship. to. your previous tabula- 
tions on the relationship of deposits to clearings. 

We have been waiting some time for this type of thing to evolve and will look 
forward to its application in the early future. 

Cordially yours, 
STEPHEN M. TRIMBLE, Jr., 
Assistant Cashier. 


Banco POPULAR DE PUERTO RICO, 
San Juan, P.R., December 29, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DEAR MR. Wotcott: We are very glad to know that the FDIC and the General 
Accounting Office of the U.S. Government have recommended to Congress that 
the procedure for computing the assessment base be changed as contemplated 
on the bills H.R. 8916, H.R. 8928, and S. 2609. 

The changes in computing will result in considerable reduction of our records 
and will simplify the process of preparing the certified statement form 545—H.R. 

The analysis of the tests recommended in your circular letter reveals that 
our insurance expenses will be less under the proposed legislation. 

Yours very truly, 
JAIME H. VAzQueEz, Controller. 


RHODE ISLAND HospITat Trust Co., 
Providence, RJI., September 17, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


DesaR Mr. Wocoott: Your letter of September 11, 1959, addressed to the presi- 
dent of the bank, calling our attention to proposed legislative amendments to 
assessment provisions of the Federal Deposit Insurance Corporation, was read 
with a great deal of interest and was referred to me for reply. 

We are quite willing to endorse. any program whose changes tend to decrease 
the time expended in preparing the report and we feel these amendments will go 
a long way toward accomplishing this purpose. However, it’s too bad the pro- 
posed changes don’t go all the way and plan to have the assessment computed 
on the basis of the schedules in the report of condition with no adjustments. 
This would, in addition to benefiting the individual banks, further simplify your 
audit program. 

However, this bank is quite pleased with the proposed changes in the com- 
putations of the assessment. 

Very truly yours, 

H. W. THOMAs, 
Vice President and Comptroller. 


THE FiIrRst-NATIONAL BANK OF SOUTH CAROLINA, 
Columbia, 8.C., December 17, 1959. 
Mr. Jesse :P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DeaR Mr. Woxtcorr: Your letter of September 11, 1959, with reference to pro- 
posed legislation to be introduced in the House of Representatives (H.R. 8916) 
and the Senate (S. 2609) has been forwarded to my attention. 

Our department has done considerable work in reviewing this new plan that 
your organization proposes and we have also discussed this procedure with a 
number of banks, both larger and smaller than ourselves. Personally, we feel 
that there would be a slight savings in the assessment that our bank would pay, 
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however, the tremendous workload involved in computing the assessment under 
the current plan would be completely eliminated. Under the present plan, it is 
necessary for us to take approximately 1 day’s time of four or five senior clerks 
to prepare the information necessary for us to compute the assessment, and then 
approximately one-half a day twice each year to prepare the usual schedule. 

We went back for the last 3 years and computed assessments on a 6 months 
basis for each year and the entire time involved for the six reports was less than 
8 hours. Needless to say, we are wholeheartedly in favor of this because of the 
workload that it will eliminate from our own clerical staff, and it ill make it 
easier on the FDIC. Having been a former examiner with your good Corpora- 
tion, I realize the efforts and clerical duties that are necessary in the Audit 
Division of the Federal Deposit Insurance Corporation and know that it would 
result in decreasing the staff necessary to go around checking on the assessment 
computations of the various banks in the country. 

If there is any way that we can be of assistance to you in your program, 
please be kind enough to let me know. 

Yours very truly, 
FRANCIS H. HERNDON, Comptroller. 


CONTINENTAL NATIONAL BANK OF FoRT WoRTH, 
October 1, 1959. 
Mr. JEssE P. Wotcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Deak Mk. WoLcott: With reference to your letter of September 11, concern- 
ing proposed changes in legislation governing the method of computing FDIC 
assessments of insured banks, we wish to advise that after making the com- 
parisons, as suggested, of our own bank’s assessment under present regulations 
and the proposed amendments, we heartily favor the changes as set forth in 
your letter. 

It is felt that in addition to the savings afforded, the matter of not having 
to keep the numerous records required under present regulations is most worth- 
while. 

Sincerely yours, 
FRED Kortu, President. 


THE First NATIONAL BANK OF Fort WorTH, 
Fort Worth, Tewxv., September 25, 1959. 
Mr. JESSE P. WoLcorTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcottr: We have followed the method outlined in your recent 
letter for a 3-year comparison of the present method of computing the Federal 
Deposit Insurance Corporation assessments with the proposed new method which 
has been recommended to Congress. 

While the results show some variations, it would appear that with the 6624 
percent additional credit rebate and the elimination of the necessity for pre- 
paring and keeping records for assessments purposes that the new method will 
provide a fair and reasonable basis for deposit assessments. 

Yours very truly, 
J. K. O’Dowp, Comptroller. 





NATIONAL BANK OF COMMERCE OF SAN ANTONIO, 
September 18, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, Washington, D.C. 

Dear Mr. Wotcott: Referring to your letter of September 11, we have studied 
the new method of computing assessments by your Corporation, and are very 
much in accord. We approve this change wholeheartedly, and appreciate the 
information you have furnished us concerning it. 

Yours truly, 


Forrest M. Samira, President. 
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THE SAN BENITO BANK & TRUST Co., 
San Benito, Tex., September 16, 1959. 
Mr. JESSE P. WoLcoTT, 
Chairman, Federal Deposit Insurance Corporation, Washington, D.C. 

Dear MR. Woxcott: This will acknowledge receipt of your letter of September 
11 in which you call our attention to legislation introduced in both House of 
Representatives (H.R. 8916 and H.R. 8928) and Senate bill (S. 2609) with re- 
spect to the base for computing our assessments payable to FDIC. We find in 
making comparative assessments for our bank, that it will be much more simple 
to compute our assessment as per the statement you enclosed. 

Kindly refer to page '2 of the statement, line 13, section (G). Our base of 
$6,601,159.72 (sec. F) multiplied by 0.0041666 will give us $27,504.39. With the 
same base and calculating the old way one-half of one-twelfth of 1 percent we 
get $2,750.49 assessment. 

Perhaps we are in error in our calculations, but we would appreciate your 
checking. 

Kindly advise and oblige. 

Yours very truly, 
OMAR RODRIGUEZ, 
Assistant Vice President. 


COMMERCIAL SECURITY BANK, 
Ogden, Utah, September 17, 1959. 
Mr. Jesse P. Wo tcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DparR Mr. Worcotr: We have reviewed the statement relative to proposed 
legislative amendments to assessment provisions of the Federal Deposit Insur- 
ance Act and it is the consensus of opinion of the officers in this bank that the 
changes proposed would be desirable. We feel that the time saved in comput- 
ing assessments and the resulting reduction in audit requirements on the part 
of the FDIC will be highly beneficial to all concerned. 

Very truly yours, 
Rosert H. BIscHorr, 
Vice President and Comptroller. 


THE First NATIONAL BANK OF BLACKSTONE, 
Blackstone, Va., September 14, 1959. 
Mr. Jesse P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcorr: Thank you for the very informative letter in regard to 
the proposed changes in procedures for assessment computation, etc. 

We certainly approve of all study and effort to simplify detail work for both 
your Corporation and the banks involved. 

At first reading, I take no exception to any item, though I feel that the tying 
of deposit dates to call reports will not allow the comptroller to waive a call 
during any 1 year, which at times has been done to save time and effort. 

Very truly yours, 
R. ARCHER Harpy, President. 


THE NATIONAL BANK OF MANASSAS, 
Manassas, Va., September 28, 1959. 
Mr. Jesse P. Wo.cort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Sir: In answer to your letter of September 11, 1959, written to us in 
reference to the proposed legislative amendments to assessment provisions of 
Federal Deposit Insurance Act, we have compared your suggestion with the 
program we have been using in the past. We come up with a modest reduction 
in the semiannual payments we would make to your office. We would favor this 
proposal. 

We shall be happy to have you keep us in touch with this proposal. 

Very truly yours, 


P, W. ANDERSON, Senior Vice President. 
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THE BANK OF VIRGINIA, 
Richmond, September 24, 1959. 
Mr. JESSE P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcotr: Thank you for your reeent letter with reference to the 
proposed method of computing the FDIC assessment. 

We are very favorably impressed with your recommendation. Due to the 
simplicity of the proposed computation much time would be saved by our people. 
Also, the higher refund formula your propose would result in reduction in cost. 

We would like to see the proposed method adopted and will so recommend to 
our Congressmen) at the next session. 


Sincerely, 
HERBERT ©. MOSELY, President. 


SHENANDOAH VALLEY NATIONAL BANK OF WINCHESTER, VA., 
September 21, 1959. 
Hon. JESSE. P. WoLcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcort: Your form letter of September 11, 1959, addressed to 
the president of the bank, together with attachments, was received and has 
been carefully read and analyzed. 

You asked for our comments on the proposals as they pertained to the base 
for computing our assessments payable to the Corporation. We like the pro- 
posals very much since they will not only make much less work for our bank in 
computing the assessments due but also would save us a small amount on the 
annual assessments due and payable. 

Yours sincerely, 
Harotp G. Brown, President. 


THE FARMERS BANK, 
Windsor, Va., September 14, 1959. 
Mr. JESSE P. Wo.Lcort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

DEAR Mr. Wotcotr: We have your letter of September 11, 1959, with state- 
ment giving a brief résumé of the principal changes in computing assessments 
for insurance payable to the Federal Deposit Insurance Corporation. 

The proposed legislative amendments to assessment provisions of Federal De- 
posit Insurance Act meets with our approval and we hope they will be enacted. 

Sincerely yours, 
8S. T. Honitanp, Evecutive Vice President. 


THE KANAWHA VALLEY BANK, 
Charleston, W. Va., October 1, 1959. 
Mr..Jpssp P. Wo.Leort, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, -D.C. 

DEAR Mr. Wotcotr: This is a belated reply to your letter of September 11, re- 
garding bills pending in the recent Congress which had as their purpose the 
simplification of accounting and procedure in determining assessments for in- 
surance purposes. 

We have studied these bills thoroughly. Our operating and accounting staff 
reports that this method would make it easier to ealeulate and give us a greater 
credit rebate. Also, it would largely eliminate the necessity for field audits. 
They can be verified from the reports of condition which are audited by the 
bank examiners. 


HAYES PICKLBESIMER, President. 
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THE BELOIT STATE BANK, 
Beloit, Wis., October 19, 1959. 
Mr. JessE P. WOLCOTT, 
Chaiman, Federal Deposit Insurance Corporation, 
Washington, DO. 

Dear Mr. Woxcort: On September 11, 1959, we received a letter from your 
Office addressed to Mr. Arthur B. Adams, president of: our bank; with: which 
was enclosed a résumé ‘of ‘proposed ‘changes in the Federal Deposit Insurance 
vw have reviewed and studied.the proposed changes and feel that they 
would simplify record keeping and the formulating of the assessment data. I 
believe that they would ‘be generally to the best interest of the banks involved. 

Very truly yours, 
R. B. O’Brien, Cashier. 


First STATE BANK, 
Fountain City, Wis., September 15, 1959. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, D.C. 
(Attention of Jesse P. Wolcott). 

GENTLEMEN We wish to approve the proposed legislative amendments to pro- 
visions of Federal Deposit Insurance Act. As in our opinion they will be very 
beneficial to insured . banks. 

At this same time we wish to urge the Federal Deposit Insurance Corporation 
to maintain the 3 percent limit on the interest which commercial banks are 
allowed to pay on time deposits. Any increase in this rate would greatly weaken 
very many banks and would lead to the same banking troubles experienced in 
the 1930's. 

Yours truly, 
W. F. Bonurt, President. 


KeLocGc-CrrizeNs NATIONAL BANK OF GREEN Bay, 
Green Bay, Wis., September 16, 1959. 
Mr. JESSE P. WeLcortt, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 


Dear Mr. Wotcort: Our operations department has just reported to me on 
the method of computing our assessments payable to the Corporation as used 
in your letter of September 11, 1959. 

We are pleased to report that the new method saves considerable time and 
the assessments compare equitably as that computed under ‘the old method. 

Our bank favors the simplification of the assessment computation and wish 
to congratulate the Corporation on this progressive step. 

Yours ‘truly, 


J. M. Rose: 


Tue First NATIONAL BANK, 


Menomonie, Wis., September 15, 1959. 
Mr. Jesse P. Wo.cort, 


Chairman, Federal Deposit Insurance Corporation, 
Washington, Did. 


Deak Mr. Wotcort: Your letter of September 11, 1959, outlining proposed 
changes in the method of computing assessments was very gratifying. 

In these days of inflationary trends, it is encouraging to know that the FDIC 
is attempting to reduce costs. 

We are especially pleased to see that there is one agency in Washington able 
to cut down on “paperwork.” 

Very truly yours, 
J. E. BREITZMAN, Cashier. 
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LAYTON PARK STATE BANK OF MILWAUKEE, 
Milwaukee, Wis., September 17, 1959. 
FEDERAL Deposit INSURANCE CORPORATION, 
Washington, D.C. 

GENTLEMEN: Thank you very much for your letter of September 11, 1959, 
enclosing a copy of the proposed legislative amendments to assessment provisions 
of Federal Deposit Insurance Act. 

We have followed the suggestions incorporated in your letter and find that 
the new basis for determining the amount of assessment will eliminate the neces- 
sity for keeping special records, in addition to the fact that the dollar assess- 
ment was considerably less. 

We also note in your letter containing the proposed changes that under item 
11 cashier’s checks and other officers’ checks issued for the bank’s own purposes 
under the proposed amendments will in the future be insured. 

We trust that favorable action will be taken in both Houses of the U.S. Con- 
gress on the proposed amendment bills, inasmuch as you are proposing these 
amendments which have been endorsed by the General Accounting Office of the 
U.S. Government. 

Very truly yours, 
A. R. Ort, 
Vice President-Cashier. 


First NATIONAL Bank & Trust Co. oF RAcINE, 
Racine, Wis., September 28, 1959. 
Mr. JESSE P. WOLCOTT, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, D.C. 

Dear Mr. Wotcorr: We appreciated your letter of September 11, 1959, setting 
forth the proposed legislative amendments to the assessment provision of the 
Federal Deposit Insurance Act. 

We are sure that your office recommendations to the lawmakers have been very 
well thought out to accomplish a desirable end. Our auditing department re- 
ports to me that these changes would be desirable and therefore we are in sym- 
pathy with your efforts and recommend that changes be accomplished. 

Very truly yours, 
B. J. BLEAKLEY, President. 


Tue First NATIONAL BANK oF WEsT BEND, 
West Bend, Wis., September 22, 1959. 


FEDERAL Deposit INSURANCE CORPORATION, 
Washington, D.C. 
(Attention: Mr. Jesse P. Wolcott, Chairman). 

GENTLEMEN: Thank you for the letter of September 11 regarding proposed 
legislative amendments to assessment provisions of Federal Deposit Insurance 
Act. We are very much in favor of any amendments which would simplify the 
assessment computation, and we strongly favor your proposals. 

Very truly yours, 
C. A. CoLtins, President. 


(Whereupon, at 11:55 a.m., the subcommittee adjourned.) 
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